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COMMISSION. 

: P.C.  1680. 

' Certified  Copy  of  a Report  of  the  Committee  of  the  Privy  Council,  approved  hy  the 

' Deputy  of  His  Royal  Highness  the  Governor  General  on  the  ISth  July,  1916. 

i The  Committee  of  the  Privy  Council  have  had  before  them  a report,  dated  12th 

, June,  1916,  from  the  Right  Honourable  the  Prime  Minister,  submitting  that  it  became 

necessary  at  the  recent  session  of  Parliament  to  make  provision  for  assistance  by  loan 
to  the  Grand  Trunk  Pacific  Railway  Company  and  to  the  Canadian  Northern  Railway 
i Company  in  order  that  such  companies  might  be  enabled  to  meet  current  obligations 

and  to  provide  for  payment  of  interest  on  outstanding  securities. 

Having  regard  to  the  conditions  and  necessities  of  railway  development  in  Canada 
t the  Prime  Minister  is  of  opinion  that  the  situation  should  be  considered  in  a compre- 

y heusive  way  and  that  a thorough  inquiry  should  be  made  hy  a Board  of  the  highest 

ability  and  'experience, 
if 

1;  . The  Prime  Minister  further  submits  that  the  inquiry  should  have  reference  to 

> the  following  matters : — 

) 1.  The  general  problem  of  transportation  in  Canada. 

2.  The  status  of  each  of  the  three  transcontinental  railway  systems,  that  is  to  say, 

A the  Canadian  Pacific  Railway  System,  the  Grand  Trunk  Railway  System  (including 

the  Grand  Trunk  Pacific  Railway  and  the  Grand  Trunk  Railway  and  their  several 
branches)  and  the  Canadian  Northern  Railway  System,  having  special  reference  to 
p the  following  considerations : — 

J (a)  The  territories  served  by  each  system  and  the  service  which  it  is  cap- 

' able  of  performing  in  the  general  scheme  of  transportation ; 

; (h)  Physical  ccJnditions,  equipment  and  capacity  for  handling  business; 

* (c)  Methods  of  operation; 

i..  (d)  Branch  lines,  feeders  and  connections  in  Canada; 

• (e)  Connections  in  the  United  States; 

, (/)  Steamship  connections  on  both  oceans; 

■■  (g)  Capitalization,  fixed  charges  and  net  earnings  having  regard  to  (i) 

present  conditions,  and  (ii)  probable  future  development  with  increase  of  popu- 
lation. 

3.  The  reorganization  of  any  of  the  said  railway  systems,  or  the  acquisition  thereof 
by  the  State;  and  in  the  latter  case  the  most  effective  system  of  operation,  whether  in 

[ connection  with  the  Intercolonial  Railway  or  otherwise. 

4.  Generally  speaking,  all  matters  which  the  members  of  the  Board  may  consider 

:•  pertinent  or  relevant  to  the  general  scope  of  the  inquiry. 

f The  Prime  Minister  therefore  recommends  as  follows : — 

^ That  Alfred  Holland  Smith,  of  the  city  of  New  York,  in  the  United  States  of 

' America;  Sir  Henry  Lumley  Hrayton,  of  the  city  of  Ottawa;  and  Sir  George  Paish, 

J of  London,  England,  be  the  members  of  the  said  Board,  of  whom  the  said  Alfred 

' Holland  Smith  shall  be  chairman ; 
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That  the  Board  be  constituted  under  part  1 of  the  Inquiries  Act,  and  that  it  shall 
have  all  powers  and  authorities  which  could  be  conferred  under  the  authority  of  that 
Act  as  amended  by  chapter  28  of  the  Statutes  of  1912,  intituled  an  Act  to  amend  the 
Inquiries  Act; 

That  the  Provincial  Governments  be  respectfully  requested  to  afford  to  the  Board 
any  necessary  information  and  co-operation  in  the  inquiry; 

That  all  the  departments  of  the  Government  shall  afford  to  the  Board  and  to  all 
persons  acting  under  its  authority  and  by  its  direction  all  such  assistance  and  co-opera- 
tion in  the  inquiry  as  the  Board  may  desire; 

That  the  Board  of  Eailway  Commissioners  for  Canada,  the  Commission  of  Con- 
servation and  all  other  bodies  of  a like  character  under  the  jurisdiction  of  the  Parlia- 
ment of  Canada,  shall  co-operate  with  and  assist  the  Board  in  the  proposed  inquiry; 

That  the  Board  shall  report  its  findings  and  conclusions  with  the  least  possible 
delay ; 

That  a commission  for  the  purposes  aforesaid  shall  issue  to  the  members  of  the 
Board  above  designated. 

The  Committee  concur  in  the  foregoing  and  submit  the  same  for  appproval. 

BOBOLPHE  BOITDIIEAU, 

Clerh  of  the  Privy  Council. 


P.C.  2507. 


Certified  Copy  of  a Report  of  the  Committee  of  the  Privy  Council,  approved  ly  His 
Fjxcellency  the  Administrator  on  the  21st  Octoher,  1916. 


The  Committee  of  the  Privy  Council  have  had  before  them  a report  dated  19th 
October,  1916,  from  the  Right  Honourable  -the  Prime  Minister,  submitting  that  Sir 
George  Paish  has  resigned  his  position  as  a member  of  the  Board,  appointed  by  Order 
in  Council  of  the  13th  July,  1910,  to  inquire  into  and  report  upon  the  general  problem 
of  transportation  in  Canada,  etc. 

The  Prime  ^Minister  further  recommends  that  William  Mitchell  Acworth,  Esquire, 
Gentleman,  of  London,  England,  be  appointed  a member  of  the  said  Board  of  Inquiry 
in  place  of  Sir  George  Paish,  resigned. 

The  Committee  concur  in  the  foregoing  recommendation  and  submit  the  same 
for  approval. 


RODOLPHE  BOUDREAU, 

Clerh  of  the  Privy  Council. 
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To  His  Excellency  the  Governor  in  Council: 

The  Report  of  the  Royal  Commissiou  appointed  to  consider  the  general  problem 
of  transportation  in  Canada. 

May  it  Please  Tour  Excellency: 

We,  the  Commissioners  appointed  by  Order  in  Council  dated  July  13,  1916,  to 
inquire  and  report  on  the  Railways  of  Canada,  have  the  honour  to  present  our  report 
to  Your  Excellency. 

The  subject  matter  of  the  reference  to  us  is  as  follows 

1.  The  general  problem  of  transportation  in  Canada. 

2.  The  status  of  each  of  the  three  transcontinental  railway  system.s,  that  is  to  say, 
the  Canadian  Pacific  Railway  System,  the  Grand  Trunk  Railway  System  (including 
the  Grand  Trunk  Pacific  Railway  and  the  Grand  Trunk  Railway  and  their  several 
branches)  and  the  Canadin  Northern  Railway  System,  having  special  reference  to  the 
following  considerations : — 

(а)  The  territories  served  by  each  system  and  the  service  which  it  is  capable 
of  performing  in  the  general  scheme  of  transportation; 

(б)  Physical  conditions,  equipment  and  capacity  for  handling  business; 

(c)  Methods  of  operation; 

(d)  Branch  lines,  feeders  and  connections  in  Canada; 

(e)  Connections  in  the  United  States; 

(/)  Steamship  connections  on  both  oceans ; 

(p)  Capitalization,  fixed  charges  and  net  earnings  having  regard  to  (1)  present 
conditions,  and  (2)  probable  future  development  with  increase  of  popula- 
tion. 

3.  The  reorganization  of  any  of  the  said  railway  systems,  or  the  acquisition 
thereof  by  the  State;  and  in  the  latter  case  the  most  effective  system  of  operation, 
whether  in  connection  with  the  Intercolonial  Railway  or  otherwise. 

4.  Generally  speaking,  all  matters  which  the  members  of  the  Board  may  consider 
pertinent  or  revelant  to  the  general  scope  of  theTnquiry. 

■Sir  George  Paish,  one  of  the  original  commissioners,  was,  owing  to  ill-health, 
unable  to  serve  on  the  Commission,  and  on  October  31,  1916,  his  formal  resignation 
was  received  and  Mr.  William  Mitchell  Acworth  was  appointed  in  his  place.  Mr. 
Acworth  landed  in  America  early  in  December  and  joined  in  our  work. 

In  September  and  October  two  of  the  commissioners,  the  Chairman  Mr.  Alfred  II. 
Smith,  and  Sir  Henry  Drayton,  spent  some  weeks  inspecting  the  railways,  travelling 
upwards  of  10,000  miles,  visiting  all  important  points  from  Halifax  to  Vancouver  and 
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Prince  Kupert,  and  taking  the  opportunity  of  meeting  and  conferring  with  many 
representative  citizens.  We  desire  to  e.xpress  our  appreciation  of  the  manner  in  which 
the  officers  of  the  various  companies  facilitated  our  journey  and  assisted  us  to  obtain  a 
knowledge  of  local  conditions. 

We  have  had  a physical  examination  made,  in  such  detail  as  cireimistances  have 
permitted,  of  the  railways  of  the  Canadian  Northern  and  the  Grand  Trunk  Pacific, 
by  a corps  of  engineers  under  the  suijervision  of  Professor  Swain  of  Harvard  Univer- 
sity and  the  Massachusetts  Institute  of  Technology.  Ills  report;  is  given  in  Appen- 
dix A. 

In  addition  to  the  information  which  we  have  obtained  from  our  own  inquiries 
and  inspections  and  those  of  our  staff,  we  have  received  voluminous  reports  and  sta- 
tistics from  the  different  companies  in  reply  to  our  inquiries  on  specific  points.  Two 
of  our  number  have  held  formal  hearings  in  Toronto  into  the  affairs  of  the  Canadian 
Northern  Railway  Company,  and  in  Montreal  into  the  affairs  of  the  Grand  Trunk 
and  Grand  Trunk  Pacific  Companies. 

Since  Mr.  Acworth’s  arrival  we  have  freciuently  met  in  Ottawa  and  in  New  York 
for  discussion  of  the  remaining  matters  referred  to  us.  We  have  taken  the  situation 
as  it  is,  and  find  ourselves  in  agreement  as  to  the  necessity  for  constructive  aid  to 
bring  the  railways  through  the  present  crisis.  We  differ,  however,  as  to  the  extent 
and  method  of  Government  help  dasirable,  and  as  to  the  increase  and  character  of 
Government  liability  and  interest  now’  and  for  the  future.  It  has,  therefore,  been 
found  necessary  to  submit  a report  of  the  two  concurring  commissioners,  with  a brief 
statement  of  the  minority  reconmiendations.  They  w’ill  he  found  herewith. 

Respectfully  submitted. 


f 

t 


u 


I 


I ■ 


A.  H.  SMITH, 

II.  L.  DRAYTON, 
W.  M.  ACWORTH. 
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Report  of  Sir  Henry  L.  Drayton  and  Mr.  W.  M.  Acworth. 

Introductory. 

This  Commission  is  instructed  by  the  Government  to  report  on  the  “ general 
problem  of  transportation  in  Canada,  with  the  least  possible  delay.”  Under  these 
conditions  it  has  been  clearly  impossible  for  us  to  set  on  foot  and  await  the  result 
of  exhaustive  inquiries,  and  to  elaborate  in  full  detail  a scheme  based  thereon.  We 
believe  that  we  shall  best  carry  out  the  purpose  which  the  Governnvent  had  in  mind 
in  appointing  us,  if,  after  setting  out  the  general  situation  as  we  see  it,  and  the 
general  conclusions  at  which  we  have  arrived,  we  sketch  in  broad  outline  the  scheme 
of  readjustment  which  we  recommend  for  adoption,  and  then  indicate  the  manner 
in  which,  if  and  when  our  recommendations  are  approved  by  the  Government  and 
Parliament,  those  recommendations  should  be  brought  into  practical  operation. 


PART  I. 

CANADIA'N  RAILWAYS. 

Mileage,  Capital  and  State  Aid. 

On  June  30,  1916,  the  operating  mileage  of  railways  in  Canada  was  officially 
reported  to  be  as  follows; — 

Miles. 

In  operation,  miles  of  first  main  track  (less  duplications 


through  trackage  rights) 37,434 

Under  construction,  according  to  official  reports  and 

estimates 3,150 


40,584 

This  mileage,  which  we  take  in  round  figures  as  40,000  miles,  is  very  great  as 
compared  to  the  population  of  Canada,  assumed  to  be  something  like  7,500,000  at  the 
present  time.  It  far  exceeds  that  of  the  United  Kingdom  or  France,  with  populations, 
respectively,  of  46,000,000  and  40,000,000.  It  is  roughly  equal  to  that  of  the  German 
Empire,  with  67,000,000  inhabitants,  and  of  India,  with  more  than  300,000,000  i)eople. 


X 


l^AILWAY  INQUIRY  COMMISSION 


7 GEORGE  V,  A.  1917 

It  is  only  slightly  behind  Russia,  with  a very  rapidly  growing  population  of  170,000,000. 
Putting  Canada  alongside  countries  more  nearly  comparable,  we  find  that  Australia, 
with  an  area  roughly  corresponding  to  that  of  Canada,  has  18,290  miles  of  line  for 
5,000,000  inhabitants.  Argentina  has  20,290  miles  for  the  same  ijopulation.  To  take 
yet  another  comparison,  Canada  has  nearly  one-sixth  of  the  railway  mileage  of  the 
Rnited  States;  it  has  less  than  one-fourteenth  of  the  population.  Evidently,  judged 
by  the  standards  of  other  countries,  the  railway  mileage  of  Canada  bears  a very  high 
ratio  to  the  population. 

We  may  put  the  same  thing  in  another  way.  The  growth  of  the  mileage  has 
far  outstripped  the  growth  of  the  imputation.  In  1901,  with  a population  of  5,371,315, 
Canada  had  18,140  miles  of  railway  in  operation;  roughly,  a mile  of  railway  for 
every  300  inhabitants.  In  1911,  the  population  had  increased  34  per  cent  to  7,206,643, 
while  the  mileage  had  increased  by  40  per  cent  to  25,400  miles;  a mile  of  railway  to 
every  284  inhabitants.  -Since  1911,  the  population  has,  it  is  understood,  not  much 
increased,  but  the  railway  mileage  open  and  under  construction  has  grown  to  40,584 
miles.  In  other  words,  Canada  has  to-day,  taking  the  present  population  as  7,500,000, 
only  185  inhabitants  to  support  each  mile  of  railway.  Taking  the  four  Western 
Provinces  by  themselves,  there  are  only  two-thirds  of  this  number  for  each  mile  of 
railway.  "Tlhe  United  States  have  400  inhabitants  per  mile  of  line;  the  United 
Kingdom,  2,000;  Russia,  4,000.  Even  Australia  has  274  inhabitants  for  each  mile  of 
railway;  Argentina,  238.  And  Canada  has,  what  none  of  these  other  countries  have  to 
a comparable  degree,  a magnificent  internal  system  of  natural  waterways,  which  must 
always,  so  far  as  can  now  be  foreseen,  carry  a very  large  proportion  of  the  total  traffic. 
Of  course,  if  mileage  be  talren  in  relation  not  to  population  but  to  area,  Canada,  so 
far  from  being  at  the  top,  comes  far  down  in  the  scale.  But  area  means  potentialities, 
not  actualities.  Population  alone  can  supply  traffic.  That  the  railway  mileage  already 
built  will  be  insufficient  for  the  Canada  of  the  future,  we  doubt  not.  The  question 
which  concerns  to-day  is  the  relation  of  existing  mileage  to  the  circumstances  of  the 
present  and  the  proximate  future. 

These  facts  are  fundamental,  and  must  be  steadily  borne  in  mind  in  any  con- 
sideration of  the  future  of  Canadian  railways. 


Apportionment  of  Mileage. 

Of  the  mileage  owned  and  in  operation  on  June  30,  1916:  (1)  There  were  in  the 
hands  of  the  Dominion  Government: — 


Miles. 

1,514 

275 

1,810 


Intercolonial 

Prince  Edward  Island 
Transcontinental..  .. 


3,599 
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(2)  The  mileage  (excluding  trackage  rights)  of  the  four  large  private  operating 


systems  was : — 

Miles. 

Canadian  Pacific 12,900 

Canadian  ISTorthern 9,648 

Grand  Trunk 3,556 

Grand  Trunk  Pacific  (excluding  Branch  Lines  Co.) 1,964 


28,068 

(3)  There  were  operated  by  other  companies  and  Provincial 

Governments 6,366 


37,434 


Included  in  the  mileage  of  “ Other  Companies  ” is  the  following  mileage  operated 
or  controlled  by  United  States  corporations.^ 

Miles. 


Great  Northern 575 

Michigan’ Central 381 

New  York  Central 103 

Boston  and  Maine  (including  Maine  Central) 41 

Pere  Marquette 199 


1,299 

This  is  more  than  counterbalanced  by  Canadian  companies’  mileage  in  the 
United  States,  as  follows: — ■ 


1 

Proprietary^ 

Leased.  2 

Controlled. 

Tot.il. 

Canadian  Pacific 

145 

32 

4,771 

4,948 

1,868 

1,868 

44 

181 

225 

189 

213 

6,6:39 

7,041 

Revenue,  Gross  and  Net. 

For  the  year  ending  June  30,  1916,  the  gross  earnings  of  the  railways  reporting  to 
the  Department  of  Railways  and  Canals,  which  include,  in  addition  to  Canadian 
mileage,  the  proprietary  and  leased,  but  not  the  controlled,  mileage  of  Canadian  com- 
panies in  the  United  States,  were  $261,888,654,  or  pi'actically  $7,000  (6,997)  per  mile 
of  road  operated  otherwise  than  under  trackage  rights. 

1 This  list  is  not  exhaustive  and  only  gives  important  companies. 

- These  lines  are  essential  parts  of  the  par  ent  systems,  but  organized  separately  for  inter- 
national reasons. 
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For  tlie  principal  systems,  which  together  are  responsible  for  87  per  cent  of  the 
total  earnings,  tlie  gross  operating  revenues  per  mile  operated  during  the  year  were 
as  follows : — 


Road. 

Operating 

Revenue. 

Average  mileage 
(including 
trackage)  oper- 
ated during 
the  year. 

Per  mile-of 
average  mileage 
ojierated 
during  year. 

•S 

s 

Canadian  Pacific 

12t.fi54.5ri 

12, 994 

9,593 

Canadian  Xt-rthern 

a5. 476, 275 

9,702 

3,657 

Grand  Trunk 

3!l,  155,040 

3,565 

10,983 

Grand  Trunk  Pac.tic  (excluding  B.  L.  Co.) 

6,!)63,188 

1,968 

3,538 

T ran  scon  t i n eu  tal 

5,708, .MC 

2,002 

2,8''6 

Intercolonial 

15,086,6(12 

1,553 

10,101 

The  net  operating  revenues  and  the  aver;ige  per  mile  operated  during  the  year 
were  as  follows: — 


Road. 

Net  operating 
Revenue. 

Per  mile  of 
average  mileage 
operated 
during  year. 

s 

46,416.743 

10,232,088 

10,373,027 

1,060,316 

429,455 

2,363,478 

8 

3.572 

1,054 

2,909 

53!» 

214 

1,,522 

Grand  Trunk 

Grand  Trunk  Pacific  (excluding  B.  L.  Co.) 

Transcontinental 

In  addition  to  the  revenues  from  rail  transportation  and  services  incidental 
thereto,  the  Canadian  Pacific  reported  revenues  from  boat  lines,  commercial  tele- 
graphs, hotels,  and  news  departments  of  $22,834,095  gross  and  $6,034,340  net. 


Investment  in  Road  and  Equipment. 


At  the  close  of  the  year  ended  June  30,  1916,  the  investment  in  road  and  equip- 
ment as  carried  on  the  books  of  the  companies  or  the  Government  was  as  follows; — 


— 

Book  value  of 
road  and 
equipment. 

Miletj  owned 

Per  mile. 

$ 

5,30,788,978 

494,762,489 

424,169,310 

192,312,218 

159.881,894 

116,234,204 

7,779 

9,002 

3,331 

1,962 

1,810 

1,.514 

s ^ 

68,233 

54,961 

127,340 

98,018 

88.3.32 

76,773 

Grand  Trunk 

1,918,149,093 

25, 398 

75,524 
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The  book  value  of  road  and  equipment  is  not  to  be  regarded  as  accurately  repre- 
senting the  actual  cost  of  the  property.  “ Cost  of  road  and  equipment,”  as  set  up 
on  the  books  of  a company,  frequently  represents  not  the  actual  cash  outlay  but  the 
par  value  of  the  bonds  and  shares  which  have  been  issued  to  obtain  cash  or  property. 
“ Cost  of  road  and  equipment  ” may  therefore  include  the  par  value  of  securities 
issued  to  obtain  money  for  interest  during  construction,  discounts  on  securities  sold, 
and  other  items  not  strictly  construction  cost.  And  it  may  include  sums  to  offset 
the  par  value  of  securities  which  have  been  issued  for  other  than  a cash  consideration. 
For  example,  the  Grand  Trunk  Pacific  has  $25,000,0IX),  and  the  Canadian  Northern 
has  $100,0(X),000  of  ordinary  stock  outstanding,  neither  of  which  issues  represents 
more  than  a nominal  sum  of  actual  cash  paid  in.  On  the  other  hand,  the  Canadian 
Pacific  Railway  accounts  shows  that  this  company  has  received  premiums  of 
$45,000,000  upon  the  $260,000,000  of  ordinary  stock  sold.  These  premiums  are 
invested  in  the  general  asset  of  the  company  in  the  same  manner  as  the  proceeds 
of  the  stock  itself. 

If  the  sums  mentioned  for  the  Grand  Trunk  Pacific  and  Canadian  Northern  be 
deducted  from  the  book  account  “ cost  of  road  and  equipment,”  the  statement 
becomes : — 


Cost  of  road 
anil 

equipment. 

Miles  owned. 

Average 
per  mile. 

s 

$ 

Canadian  Northern 

3!l4,Ui9,i:tO 

0,002 

43,78fi 

Grand  Trunk  Pacific 

]67, 312,218 

1,0<)2 

85,276 

Return  on  Capital. 


The  net  operating  revenues  have  already  been  stated.  Taking  in  taxes,  rents,  and 
similar  items,  which  relate  to  operation,  the  relation  of  the  net  operating  income  to 
cost  of  road  and  equipment  comes  out  as  follows: — 


Road. 

Net 

oi>erating 

revenue. 

Net  rents, 
hire  of 
eq  uipment, 
taxes,  etc. 

Total. 

Per  cent 
on  property 
investment. 

s 

S 

8 

% 

Canadian  Pacific  Railway 

46,116,743 

2,109,477  I>r. 

44,307,266 

8-34 

Canadian  Northern 

10,232,088 

1,241,465  Dr. 

8,990.623 

2 '28 

Grand  Trunk 

10,37.3,027 

469.926  Ur 

0,903,101 

2-33 

Grand  Trunk  Pacific  (excluding  branch  lines) 

1,060,346 

1,1.53,283  Cr. 
(Kstiinated) 

2,213,629 

115 

Transcontinental 

429,455 

1,371,070  Dr. 

943,615  Dr. 

Deficit. 

Intercjlonial 

2,363,478 

167,214 

2,196,264 

1 .88 

With  the  exception  of  the  first-named  railroad,  the  return  is  so  low  as  to  afford 
further  support  for  the  view  which  we  have  suggested,  that  the  country  has  built  more 
railroads  than  can  be  justified  on  commercial  grounds. 
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Government  Aid  in  General. 

The  geographical  location  and  climate  of  Canada  are  such  that  easy  communica- 
tion with  the  settled  districts  had  to  be  established  before  any  large  permanent  popula- 
tion could  find  means  of  support  in  the  newer  country.  Without  railways  the  rich  grain- 
growing provinces  of  the  West  would  have  remained  a hunting  and  trapping  district, 
or  at  best  a grazing  section,  because  it  would  have  been  impossible  to  get  out  the 
grain  which  constitutes  the  chief  product  of  those  provinces.  The  people  have  been 
liberal  in  promoting  railway  building  in  advance  of  their  profitable  operation  on  a 
commercial  basis.  Great  grants  of  land  have  been  given  to  the  two  principal  systems 
in  the  West.  But  without  these  railways  the  land  would  have  been  practically  value- 
less. Cash  aid  has  also  been  voted  liberally.  The  total  for  this  purpose  up  to  June 
30,  1016,  is  reported  as  $116,000,000  by  the  Dominion  Government,  about  $30,000,000 
by  the  provinces,  and  $12,000,000  by  municipalities.  The  Governments,  both  National 
and  Provincial,  have  frequently  entered  directly  upon  construction  projects  when 
private  capital  could  not  be  found ; as  for  instance  the  Dominion  Government  in  the 
case  of  the  Hudson  Bay  Railway,  and  the  Ontario  Government  in  the  case  of  the 
Temiskaming  and  Northern  Ontario.  They  have  also  often  extended  large  assistance 
to  private  companies  by  direct  loans,  by  purchase  of  their  securities,  and  by  guar- 
antees. These  have  grown  to  large  sums.  By  far  the  largest  part,  though  not  all, 
of  the  aid  of  this  kind  is  to  be  found  in  the  principal  systems.  We  give  the  detail 
as  follows: — 


Government  Aid  to  Canadian  Northern. 

According  to  the  reports  of  the  Statistical  Bureau  of  the  Department  of  Railways 
and  Canals,  the  roads  composing  the  Canadian  Northern  System  had  received  assistance 
up  to  June  30,  1916,  as  follows: — 


(1)  Subsidies: 

Paid  by  Dominion  Government $31,286,Y20 

“ Provinces 6,821,724 

“ Municipalities 765,704 


$38,874,148 

The  total  amount  reported  by  the  Canadian  Northern  Company,  as  received 
upon  the  foregoing  account,  is  $33,917,175.  The  difference  is  explained  by  the  fact 
that  the  Government  reports  comprise  aid  granted  to  companies  now  included  in  the 
Canadian  Northern  System  prior  to  their  inclusion. 
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(2)  Land  grants: 


Location. 

Received. 

Of  which  sold. 

Acres. 

1.50,000 

402,8(50 

2,000,000 

4,002,848 

Acres. 

150,000 

3,159,720 

Quebec 

Ontario * 

«,.555,708 

3,309,720 

Amount  realized  from  land  sales,  $16,603,295. 

The  company  appraises  its  unsold  lands  at  $19,885,485,  present  value. 


(3)  Guarantees. — As  at  June  30,  1916,  the  company  had  outstanding  securities 
bearing  the  guarantee  of  the  Dominion  or  Provincial  Governments  as  follows: — 


Guaranteed  by 

Par  value. 

104,613,247 

18,950,361 

14,762,546 

25,501,865 

7,859,997 

39,953,124 

II  Manitoba 

It  Oiitai’io 

II  British  Columbia 

211,641,140 

The  foregoing  represents  the  bonds  reported  by  the  company  as  guaranteed  and 
outstanding.  Provincial  reports  indicate  that  additional  guarantees  have  been  made, 
especially  by  Alberta  and  Saskatchewan.  These  presumably  are  related  to  mileage 
on  which  the  guarantees  have  not  yet  been  earned.  Some  of  these  projects  are 
api)arently  in  abeyance,  and  may  perhaps  be  abandoned. 


(4)  Loans. — The  Canadian  Northern  has  had  direct  loans  from  the  Dominion 
Government: — 


July,  1914,  secured  by  mortgage $ 858,160 

October,  1914,  secured  by  deposit  of  $12,500,000  of  4 
per  cent  Government  guaranteed  debentures,  in- 
cluded in  above  mortgage 10,0'00,000 

June,  1916,  secured  by  mortgage 15,000,000 


$ 25,858,166 
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Subsidies $ 38,874,1-1:8 

Laiul  grants  (sold,  $10,(103,295;  realized  on  mortgage, 

$17,770,514) 34,379,809 

Cash  loans  (interest  not  being  paid) 25,858,100 

Securities  guaranteed $211,041,140 

J.ess  Government  guaranteed  debentures 

held  as  collateral 12,500,000 

— 199,141,140 


Total  public  assistance,  direct  and  indirect..  ..  $298,253,203 

The  company  has  not  realized  par  value  for  all  the  securities  guaranteed; 
$00,292,700  par  value  are  pledged  as  collateral  security  for  loans,  of  which  $100,000,000 
have  been,  as  stated  above,  lent  by  the  Government;  the  balance  has  been  lent  by 
private  investors. 


Government  Aid  to  Canadian  Pacific. 

Some  time  prior  to  1880,  the  Dominion  Government  undertook  the  construction  of 
a road  that  was  designed  to  be  a link  in  a transcontinental  line.  In  that  year  the  Cana- 
dian Pacific  Railway  Company  wa,s  organized  for  the  purpose  of  completing  the  line. 
The  assistance  given  to  the  company  by  the  Government  comprises  the  following; — 

(1)  Bailroad  handed  over. — The  cost  of  road' and  surveys  made  by  the  Goveru- 
nient,  and  turned  over  to  the  company  free  of  cost,  was  $37,785,320. 

(2)  Cash  aid: 

By  Dominion  Government  to  Canadian  Pacific  Railway 


Comiiany $30,289,343 

By  Dominion  Government  to  subsidiary  companies.  . . . 13,129,873 

By  Provincial  Governments  to  Canadian  Pacific  Rail- 
way Company 412,878 

By  Provincial  (Tovernments  to  subsidiary  companies.  . 12,01(1,257 

By  municipalities  to  Canadian  Pacific  Railway  Com- 
pany  4()4,7()1 

By  municipalities  to  subsidiary  companies 4,032,422 

By  Dominion  Government  (by  purchase  back  of  laud 

previously  granted) 10,189,521 


.$71,135,055 

Deduct  loams  since  repaid 4,229,574 

Total  cash  aid $00,905,181 
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(3)  Land  yrants: 

Acres. 

By  Dominion  (e.xcluding  land  repurchased) 21,034,190 

By  British  Columbia 0,388,998 


28,023,188 


Land  sales  to  June  30,  1910 16,541,050, 

Land  still  in  hand,  acres 11,482,132 


Proceeds  of  lands  and  townsites  to  June  30,  1916,  $123,810,124. 

The  comijany’s  report  for  June  30,  1916,  shows  net  proceeds  from  land  sales  as 
$68,255,803.  The  difference,  it  is  understood,  represents  expenditure  by  the  company 
for  development  projects,  irrigation,  hotels,  etc.,  and,  in  some  cases,  dividends. 

The  unsold  lands  of  the  comxrany  are  carried  in  its  accounts  at  $119,250,000. 


Summary; — ■ 

Completed  road  and  surveys,  cost  Government $ 37,785,320 

Cash  subsidies 66,905,481 

Lands  sold 123,810,124 


Total  public  assistance,  direct  and  indirect $228,500,925^ 

Further,  indirectly,  the  Canadian  Pacific  has  had  Government  aid,  the  value  of 
which  cannot  be  determined,  such  as  right  to  take  public  land  free  for  railway  pur- 
poses; various  loans  (since  repaid);  certain  exemptions  from  taxes;  admission  of 
original  construction  material  free  of  duty ; and  other  concessions. 

Government  Aid  to  Grand  Trunk. 

According  to  Government  reports,  the  roads  now  comprised  in  the  Grand  Trunk 
'Railway  Company’s  undertaking  have  received  aid  as  follows: — 


(1)  Subsidies: 

Dominion  Government $ 3,423,699 

Provinces 4,077,233 

Municipalities 5,502,128 


(2)  Loan: 

The  Dominion  Government  made  to  the  Grand 
Trunk  Railway  Company,  many  years  ago,  a loan, 
(interest  on  which  has  never  been  asked  for  or 
paid),  amounting  to 


$13,003,060 


$15,142,633 


Total $28,145,693 


1 It  must  be  noted  that  this  sum  Is  not  net  to  the  company,  as  it  represents  the  gross 
receipts,  while  the  company  has  expended  large  sums  of  money  in  irrigating  a portion  of  the 
lands  sold.  As  pointed  out,  however,  the  company  values  its  unsold  lands  at  $119,250,000. 
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Government  Aid  to  Grand  Trunk  Pacific. 

(1)  Subsidies: 

Provincial $ 376,320 

Municipal 350,000 


Total $ 726,320 

(2)  Other  Cash  Aid: — 

Under  the  “implementing  clause”  the  Dominion  Gov- 
ernment has  paid  to  the  Grand  Trunk  Pacific. . $ 6,263,716 

It  has  also  lent  upon  or  bought  securities  as  follows: 

May.  1909,  4 per  cent  Prairie  Section  bonds 

bought  at  par $10,000,000^ 

August,  1913,  4 per  cent  debentures  due  in  1923, 

bought  at  par 15,000,000* 

Loan  of  1914,  secured  by  pledge  of  $7,500,000  of 

4 per  cent  bonds 6,000,000 

1913-14,  3 per  cent  first  mortgage  bonds  (bought 

from  company) 33,048,000 


Direct  investment  of  Dominion  Government $70,311,716 

Loans  to  the  amount  of  $8,000,000  were  authorized  by  Parliament  in  1916. 
Advances  under  this  authority  are  not  here  included,  but  are  referred  to  subsequently. 

(3)  Guarantees. — The  Dominion  Government  has  also  guaranteed  outstanding 
bonds  of  the  Grand  Trunk  Pacific  in  addition  to  those  actually  held  by  the  Govern- 
ment : — 

First  mortgage,  3 per  cent  bonds $34,992,000 

4 per  cent  sterling  bonds  of  1962 8,440,848 


$43,432,848 

Summary : — 

Subsidies  and  other  cash  aid $ 6,990,036 

Dominion  Government  investment  in  securities .•  64,048,000 

Dominion  Government  guarantees 43,432,848 


Total $114,470,884  - 

The  Grand  Trunk  Pacific  Branch  Lines  Company 
has  also  Provincial  guarantees  on  bonds  ont- 
standing  to  the  amount  of $ 13,469,004 


1 These  securities  are  guaranteed  by  the  Grand  Trunk  Railway  Company  of  Canada. 
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Total  Public  Investment. 


We  tabulate  the  above  figures  for  all  the  companies  together  and  add  to  them 
the  capital  of  the  Government  railways  as  shown  in  the  Government  account. 


— 

Subsidies. 

Proceeds 

of 

lands  sold. 

Loans  out- 
standing 
or  investment. 

Guarantees 

outstanding. 

Total. 

Canadian  Northern 

Canadian  Pacific 

•S 

38,874,148 

>104,090,801 

13,003,000 

720,320 

•S 

34,379,809 

123,810,124 

s 

25,858, 100 

•? 

199,141,110 

$ 

293.253.203 
228,500,925 

28,145,093 

114,470,884 

13,409,004 

159,881,197 

110.234.204 
9,490,507 

Grand  Trunk  Railway 

Grand  Trunk  Pacific 

Grand  Trunk  Pacific  Branch 

15,142,0.33 

70,311,710 

4;i,'432,'84S 

13,409,004 

1.59,881,197 

110,234,204 

9,490,507 

Prince  Edward  Island 

Total 

157,294,329 

158,189,933 

390,924,483 

250,042,992 

908,451,737 

Not  counting  the  loss  of  interest  for  many  years  upon  the  investment  in  'roads 
operated  hy  the  Government,  it  appears  that  for  the  eight  systems,  in  which  the  public 
is  most  interested,  the  people  of  Canada,  through  their  Governments  have  provided, 
or  guaranteed  the  payment  of,  sums  totalling  $968,451,737.  This  works  out  at 
over  $30,000  per  mile  of  road.  But  even  this  is  not  all.  In  addition,  they 

have  granted  great  areas  of  land  as  yet  unsold  and  unpledged.  They  have  under- 
taken the  construction  of  other  lines  whose  cost  will  be  an  important  addition  to 
this  large  outlay.  Further,  in  the  case  of  some  of  the  companies  included  above, 
to  which  they  have  given  or  lent  large  sums  of  money  to  meet  pressing  needs,  unlike 
private  lenders,  who  would  naturally  have  demanded  a security  charged  in  front 
of  all  previous  investment,  they  have  voluntarily  accepted  a charge  ranking  after 
the  bulk  of  the  private  capital  already  put  into  the  undertaking. 


Proportion  of  Public  Investment. 

We  pause  at  this  point  in  the  history  to  interpose  some  remarks  on  a subject  to 
which  we  shall  have  to  revert  more  at  length  hereafter.  The  above  figures  show  that 
the  Grand  Trunk  Pacific  system,  including  its  “branch  lines”  has  obtained  from  the 
public  authorities  in  cash  or  in  guarantees  of  bonds,  $127,939,892,  out  of  $197,129,391^ 
which  is  given  as  the  total  cost  of  the  property;  and  the  Canadian  Northern  has 
similarly  obtained  $298,253,263  out  of  $370,302,451,  which  is  the  maximum  possible 
cash  cost  of  the  property  as  far  as  we  have  been  able  to  ascertain  it.  On  the  other 
hand,  the  history  shows  that  the  Grand  Trunk  Railway  proper  has  received  much  less 
assistance  than  either  of  the  other  two  great  companies  with  which  it  is  in  competition. 
The  Grand  Trunk  began  as  long  ago  as  1851,  before  the  Dominion  of  Canada  came 
into  existence,  and  before  the  modern  policies  of  subsidies  and  guarantee  had  been 

1 Includes  railroad  turned  over  to  company. 

2 As  reported  to  Parliament.  February  29,  1916.  This  figure  includes  $26,938,139  interest 
during  construction. 
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introduced.  In  the  main  it  has  had  to  rely  throughout  its  history  on  its  own  resources, 
and  it  has  had  for  many  years  to  compete  with  heavily  subsidized  rivals.  While  it 
uvas  the  pioneer  in  giving  to  Canada  railway  service,  its  shareholders  have  never  had 
hut  very  moderate  dividends.  We  have  felt  this  should  be  home  in  mind  when 
dealing  with  the  question  of  the  Grand  Trunk  Pacific,  and  it  has  had  some  influence 
on  the  recommendations  which  we  make  later  on  this  subject. 


Historical  Development. 

The  railway  history  of  Canada  has  gone  through  three  distinct  phases.  In  the 
first  period,  the  Grand  Trunk  came  into  existence  almost  entirely  as  the  result  of  the 
investment  of  private  capital.  It  is  comparable  in  this  respect  with  the  private  rail- 
way companies  of  England  and  the  United  States. 

In  the  second  period,  the  Canadian  Pacific  was  brought  into  existence  and  carried 
through  its  early  difficulties  by  direct  Government  support  and  large  financial 
assistance  from  public  funds.  As  a result  of  this  support  and  assistance,  coupled 
with  the  raiiid  growth  of  Canadian  population  and  wealth,  and  its  own  wise  and 
prudent  management,  the  Canadian  Pacific  has  ‘‘  made  good.”  It  has  raised,  without 
further  Government  help,  hundreds  of  millions  of  new  capital.  Its  common  stock, 
which  carries  control  of  the  property,  represents  an  average  of  $112.50  of  actual  cash 
put  into  the  projicrty  for  every  $100  of  nominal  face  value.  The  shareholders  have 
for  years  received  handsome  dividends;  they  have,  out  of  operating  surplus,  invested 
$100,000,000  in  subsidiary  undertakings;  they  have  realized  $68,000,000  net  from 
land  sales,  and  they  still  possess  land  conservatively  valued  at  $119,000,000.  Against 
no  part  of  this  total  value  has  any  capital  been  issued.  To-day  the  Canadian 
Pacific  stands  as  one  of  the  wealthiest  and  financially  strongest  railway  companies 
in  the  world ; fully  able  to  raise,  on  its  own  credit  and  on  the  most  favourable  terms, 
all  the  new  capital  which  will  he  required  to  meet  the  demands  for  new  development 
that  the  future  will  bring. 

The  Canadian  Xorthern  and  Grand  Trunk  Pacific  belong  to  the  third  period. 
Tliough  the  outward  form  of  these  two  undertakings  is  that  of  a private  company 
substantially  they  both  rest  on  the  responsibility  of  the  Governments,  National  and 
Provincial.  Their  common  stocks,  which  carry  with  them  control  of  the  respective 
properties,  represent  no  practical  cash  investment,  and  both  companies  have  failed  to 
“ make  good.”  They  are  kept  going  at  present  only  through  large  advances  of  public 
money. 

We  think  the  success  of  the  Canadian  Pacific  Railway,  as  contrasted  with  the 
fact  that  the  Grand  Trunk  Pacific  and  Canadian  Northern  have  had  to  come  back 
to  the  Government  for  help  far  beyond  that  originally  contemplated,  points  a dis- 
tinct moral.  There  was  given  to  the  Canadian  Pacific  at  the  outset,  direct  aid  with 
a generous  hand,  and  the  aid  was  continued  up  to  the  point  when  the  company  could 
stand  alone.  The  country  knew  what  it  was  paying.  Had  it  known  how  splendid  a 
property  it  was  building  up,  it  would  no  doubt  have  ^stipulated  for  some  share  in  the 
reversion.  But  even  as  it  is,  the  people  of  Canada,  in  our  view,  have  had  good  value 
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for  their  money.  In  the  early  days  of  the  Canadian  Northern  no  direct  aid  was 
given  other  than  a comparatively  small  grant  of  laud,  at  the  time  almost  valueless. 
Since  then  the  company  has  received  $38,874,000  in  subsidies;  but  this  is  very  small 
in  proportion  to  the  direct  aid  given  to  the  Canadian  Pacilie.  Great  sums  of  money 
Vv'ere  indeed  guaranteed  by  the  Dominion  and  the  Provinces,  but  up  to  1914  the  com- 
pany apparently  met  its  obligations  from  its  own  resources.  To  the  Grand  Trunk 
Pacific,  direct  aid  was  indeed  given  to  a considerable  extent,  hut  the  financial  scheme 
mainly  relied  on  guarantees,  first  by  the  Governments,  and  secondly  by  the  Grand 
Trunlc  Company.  We  do  not  think  the  Governments,  either  of  the  Dominion  or  of 
the  Provinces,  fully  realized  how  serious  was  the  liability  which  they  were  assuming. 
We  do  not  think  the  companies  realized  how  serious  the  position  would  be,  if  recourse 
had  to  be  had  to  the  guarantees.  While  we  are  not  prepared  to  say  that  in  no  cir- 
cumstances should  guarantees  be  given,  we  do  feel  that  a policy  of  guarantees  on  a 
large  scale  is  a dangerous  policy.  It  is  evident  that  guarantees  have  been  given  in 
the  past  without  adequate  aiiprcciation  of  the  fact  that  they  might  fall  due,  and  that, 
if  they  did.  the  burden  would  be  grave.  We  recommend  that  in  future  no  guarantees 
be  given  without  being  taken  up  into  the  books  of  the  guarantor  as  a continuing 
liability,  and  without  some  financial  provision  being  made  against  the  possibility  of 
their  falling  due. 


Growth  of  Canadian  Railways. 

Till  within  the  last  decade,  Canada  was  (omitting  the  Intercj;ilouial  Railway, 
and  other  smaller  undertakings  of  only  local  interest)  served  by  two  main  systems. 
They  Tvere: — 

(1)  The  Canadian  Pacific,  stretching  right  across  the  continent,  and  having 
access  to  all  important  jKiints  both  in  the  East  and  in  the  West,  with  control  also  of 
a considerable  mileage  in  the  United  States,  and  in  a very  prosperous  financial  position. 

(2)  The  Grand  Trunk,  whose  original  charter  dates  from  1851,  with  a strong 
hold  on  Eastern  Canada,  and  also  with  important  United  States  connections.  The 
Grand  Trunk  had  always  met  its  obligations,  though  over  a series  of  years  the  return 
to  its  shareholders  had  been  but  small.  Westward  the  Grand  Trunk  only  extended, 
in  Canada,  as  far  as  lake  Huron. 

(3)  But  even  ten  years  ago,  the  Canadian  Northern,  which  had  started  as  a 
local  line  in  Manitoba  in  1896,  was  beginning  to  build  up  in  the  Prairie  Provinces 
a system  which,  in  1906,  comprised  more  than  2,400  miles,  and  which  now  contains 
over  5,000  miles  in  these  ])rovinces.  The  Canadian  Northern  had  grown  rapidly  with 
the  growth  of  the  western  country,  but  had  always  earned  sutSeient  net  returns  to 
take  care  of  its  obligations. 

The  Canadian  Pacific  had,  it  will  be  seen,  the  advantage  of  gathering  its  own 
traffic  for  ilself  and  of  keeping  it  in  its  own  hand  throughout.  The  other  two  com- 
panies were  in  a different  position.  The  Canadian  Northern  had  to  depend  for  west- 
bound rail  traffic  on  what  the  companies  in  the  East,  one  of  which  was  a rival, 
handed  to  it.  On  the  traffic  which  it  collected  in  the  West,  it  lost  the  long  haul  to 
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the  East.  It  was  not  unnatural  that  the  company  should  reach  out  to  the  East. 
For  the  same  reason  it  was  equally  natural  that  the  Grand  Trunk  Company  should 
reach  out  to  the  West.  And  public  sentiment  which  felt  that  the  growth  of  the 
country  justified  and  required  more  than  one  transcontinental  line,  undoubtedly 
sympathized  with  the  companies’  ambitions. 

The  natural  solution  of  the  question  undoubtedly  was  that  the  Canadian  Xorthern 
and  the  Grand  Trunk  should  join  forces  and  construct  a line  from  North  Bay,  or  its 
neighbourhood,  to  Port  Arthur.  Negotiations  for  the  amalgamation  of  the  two  com- 
panies were,  we  understand,  actually  set  on  foot  in  190-3.  Unfortunately  they  came 
to  nothing;  and  each  company  set  out  independently  to  construct  into  the  territory 
of  the  other.  And  a very  large  measure  of  Government  help  was  given  to  them  both, 
with  the  result — hardly,  we  think,  with  the  deliberately  contemplated  object — of  obtain- 
ing not  merely  two  but  three  transcontinental  routes.  An  uninformed  and  unreason- 
ably optimistic  public  opinion  undoubtedly  supported  this  action  at  the  time.  We 
cannot,  however,  but  feel  that  those  responsible  for  the  ix)liey  of  the  Grand  Trunk  and 
Canadian  Northern  Companies  should  have  been  wiser  than  the  public. 


PART  II. 

THE  GRAND  TRITNK  SYSTEiM. 

The  Grand  Trunk  scheme,  first  put  forward  in  1903  under  two  Acts  of  Parlia- 
ment, both  dated  October  24,  1903,  was  for  a main  line  right  across  the  continent 
from  Moncton  to  Prince  Rupert.  The  portion  of  the  line  east  of  Winnipeg  was  to 
be  built  by  the  Government  and  leased  to  the  Grand  Trunk  Pacific  Company  for 
fifty  years  certain,  with  a possibility  of  renewal.  The  portion  west  of  Winnipeg 
was  to  be  built  by  the  Grand  Trunk  Pacific  Company,  with  large  Government  assist- 
ance. The  Grand  Trunk  Pacific  was  to  build  any  necessary  branches  of  the  system 
both  East  and  West,  and  was  to  operate  the  whole.  The  Grand  Trunk  was  to  hold, 
and  in  fact  always  has  held,  the  entire  share  capital  of  the  Grand  Trunk  Pacific. 
And  the  Grand  Trunk  has  had  full  control  of  the  undertaking  throughout. 

In  fairness  to  the  Grand  Trunk  it  should  be  observed  that  the  responsibility  for 
the  construction  of  the  line  from  iloncton  to  Winnipeg,  now  known  as  the  National 
Transcontinental,  does  not  primarily  "rest  on  them.  The  proposal  of  the  company, 
as  originally  formulated  and  submitted  to  the  Government,  was  for  a line  from  the 
Pacific  through  Winnipeg  as  far  as  North  Bay.  Government  action  w’as  responsible 
for  the  line  being  carried  eastward  all  the  way  to  Quebec.  And  the  further  prolonga- 
tion from  Quebec  to  Moncton  was  added  during  the  passage  of  the  Bill  through 
Parliament. 

But  though  the  Grand  Trunk  did  not  originate  the  National  Transcontinental, 
it  accepted  full  liability  for  it.  The  agreement  between  the  Grand  Trunk  Pacific  and 
the  Dominion  Government  provided  as  follows:  “In  order  to  insure,  for  the  pro- 
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teetioii  of  the  company  as  lessees  of  the  Eastern  Division  of  the  said  railway,  the 
economical  construction  thereof  in  such  a manner  that  it  can  be  operated  to  the 
best  advantage,  it  is  hereby  agreed  that  the  specifications  for  the  construction  of  the 
Eastern  Division  shall  he  submitted  to  and  approved  of  by  the.  comijany  before  the 
commencement  of  the  work,  and  the  said  work  shall  be  done  according  to  the  said 
specifications,  and  shall  be  subject  to  the  joint  supervision,  inspection,  and  acceptance 
of  the  chief  engineer  of  the  company.” 

Upon  this  provision  the  Grand  Truidv  Pacific  Company,  in  an  official  publica- 
tion ‘‘The  Grand  Trunk  Pacific;  Canada’s  National  Transcontinental  liailway; 
10th  edition,  January,  1912,”  comments  as  follows: — 

“ Since  the  rental  payable  by  the  company  to  the  Government  for  the 
use  of  the  Eastern  Division  is  a percentage  on  the  cost  of  construction,  iDwill 
be  ob.served  that  it  is  a matter  of  great,  importance  to  the  comiiany  that  this 
item  ‘ cost  of  construction  ’ shall  be  determined  on  the  most  economical 
basis  consistent  with  a well-built  railway,  in  which  respect  the  foregoing 
provision  contained  in  the  agreement  fully  protects  the  company.” 

The  company,  then,  appreciated  that  ‘‘  cost  of  construction  ” was  to  it  a matter 
of  great  imixjrtance,  and  considered  that  it  w'as  fully  protected  by  the  terms  of  the 
agreement.  But  as,  in  spite  of  the  right  of  the  company  to  approve  specifications 
and  the  right  of  the  company’s  chief  engineer  to  supervise  and  inspect  the  work, 
the  cost  of  construction  of  the  National  Transcontinental,  which  had  been  estimated 
at  $01,41.5,000  was  permitted  to  reach  $159,881,197,  the  company  objected  to  carrying 
out  their  bargain.  And  the  Government,  by  accepting  the  company’s  refusal  and 
commencing  to  work  the  line  themselves,  have  in  effect  released  the  company  uncon- 
ditionally. The  National  Transcontinental  is  now  part  of  the  Government  Railways. 
We  make  at  this  stage  only  two  comments  on  what  is  past  history;  The  one  that 
the  people  of  Canada  have  betm  generous  to  the  shareholders  of  the  Grand  Trunk 
Pacific;  the  other  that  the  Grand  Trunk  Pacific  shareholders,  in  other  words  the 
Grand  Trunk  Company,  have  not  shown  such  prudence  and  business  foresight  as 
would  naturally  encourage  the  Government  to  have  confidence  in  their  future  manage- 
ment. 

The  refusal  of  the  Grand  Trunk  Pacific  to  take  over  the  operation  of  the  line 
from  Winnipeg  to  Moncton,  with,  the  result  that  the  eastern  half  of  the  intended 
through  route  is  being  operated  by  the  Government,  has  implied  the  temporary 
failure  of  the  complete  scheme  as  approved  by  Parliament.  The  line  west  of  Winni- 
peg is  at  present  being  operated  under  the  control  of  the  Grand  Trunk,  the  nearest 
point  of  whose  rails  is  at  North  Bay,  a tliousand  miles  away.  It  would  clearly  be 
impossible  for  the  Government  to  permit  this  as  a permanent  policy. 

Grand  Trunk  Pacific  Finance. 

The  original  scheme  for  financing  what  was  then  known  as  the  Western  Division 
of  the  Grand  Trunk  Pacific,  that  is,  the  entire  line  as  now  left  after  the  Govern- 
ment has  assumed  the  responsibility  for  the  Eastern  Division,  was  as  follows:  The 
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line  was  divided  into  two  sections,  tlie  Prairie  Section  (914  miles)  from  Winnipeg 
via  Edmonton  to  Wolf  Creek,  Alberta;  and  the  Mountain  Section  (832  miles)  from 
Wolf  Creek  to  Prince  Rupert.  On  the  Prairie  Section  the  Government  guaranteed 
50-,vear  first  mortgage  3 per  cent  bonds  of  the  Grand  Trunk  Pacific,  to  the  amount 
of  $13,600  per  mile.  On  the  Mountain  Section,  it  guaranteed  similar  bonds  to  the 
extent  of  75  per  cent  of  the  total  cost,  whatever  that  might  thereafter  be  ascertained 
to  be.  The  balance  of  the  cost  of  both  sections  was  to  be  found  by  the  issue  of  4 per 
cent  mortgage  bonds  of  the  Grand  Trunk  Pacific  guaranteed  by  the  Grand  Trunk 
Company.  These  latter  were,  in  effect,  second  mortgage  bonds  though  not  so  called. 
The  Lake  Superior  branch  was  built  by  the  company  from  the  lU’oceeds  of  its  own 
bonds,  with  the  help  of  subsidies  both  from  the  Dominion  Government  and  from  the 
province  of  Ontario. 

First  mortgage  bonds  were  issued  to  the  amount  of  $68,040,000,  and  owing  to 
subsequent  arrangements  with  the  Government  which  it  is  not  necessary  here  to 
describe,  the  company  obtained  their  full  par  value  iu  ca.sh.  There  were  also  issued 
$20,109,000  of  second  mortgage  bonds,  $7,583,000  Lake  Superior  Branch  bonds,  which 
together  produced  $25,734,915.81  in  ca.sh.  The  $93,774,915.81  proved  entirely  inade- 
^quate  to  complete  the  system.  B,v  an  Act  of  1906,  as  amended  in  1913,  the  Grand 
Trunk  Pacific  was  empowered  to  create  4 per  cent  ijerpetual  debentures  to  the 
amount  of  $50,000,000  for  the  purchase  of  rolling  stock  and  the  acquisition  of  branch 
lines.  These  debentures  are  guaranteed  by  the  Grand  Trunk  Company  and  various 
amounts  have  been  issued  from  time  to  time.  On  January  1,  1917.  $34,879,252.86  of 
them  had  been  sold  to  the  iniblic,  and  had  produced  $31,411,985.96  in  cash.  In  May, 
1909,  the  Government  lent  to  the  Grand  Trunk  Pacific  Company  $10,000,000  at  4 per 
cent,  charged  by  way  of  further  mortgage  upon  the  Prairie  Division,  and  also  guaranteed 
by  the  Grand  Trunk  Company.  In  June,  1913,  the  Government  lent  to  the  Grand 
Trunk  Pacific  Company  a further  sum  of  $15,000,000,  charged  upon  an  equal  amount 
of  4 per  cent  Prairie  debentures,  guaranteed  by  the  Grand  Trunk  Company,  and 
issued  to  the  Government,  In  June,  1914,  the  Government  guaranteed  a further 
issue  of  not  exceeding  $16,000,000  4 per  cent  Grand  Trunk  Pacific  bonds.  Part  of 
these  were  sold ; another  portion  was  issued  and  pledged  to  the  Government  as  security 
for  a cash  loan  of  $6,000,000.  The  company  has  also  raised  $9,095,512.05  by  the 
issue  of  $9,720,000  notes  guaranteed  by  the  Grand  Trunk  and  further  secured  by  the 
deposit  of  $14,580,000  of  debenture  stock.  In  all  the  Grand  Trunk  Pacific  Com- 
]iany  had,  up  to  the  end  of  February,  1916,  issued  securities  to  the  amount  of  $179,- 
782,100.86  and  obtained  therefor  $172,009,663.62  cash.  Since  that  date  the  company 
has  obtained  from  the  Government  further  advances  of  $4,397,741.43  and  the  Govern- 
ment auditor  has  pas.sed  for  payment  another  advance  of  $940,585. 

The  Grand  Trunk  Pacific  Branch  Lines  Company  has  outstanding  bonds  for 
$9,879,408,  guaranteed  by  the  province  of  Saskatchewan,  and  $3,589,596  guaranteed 
by  the  province  of  Alberta:  a total  of  $13,469,004.  For  these  bonds.  $12,688,544  in 
cash  has  beoi  received. 

The  three  railway  companies  composing  the  Grand  Trunk  Pacific  Railway 
-system  (that  is  the  Grand  Trunk  Pacific,  the  Gr-and  Trunk  Pacific  Branch  Lines 
Company,  and  the  Grand  Trunk  Pacific  Saskatchewan  Railway  C’ompany),  repre- 
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sent  construction  expenditure,  according  to  the  report  to  the  Government  in  February, 
1916,  of  $197,129,591.  Owing  to  the  long  time  during  which  the  roads  were  treated 
as  “ under  construction,”  no  less  than  $26,938,1.39  of  this  outlay  is  for  interest. 
Since  January  1,  1916,  the  line  is  officially  in  operation.  It  was  open  for  traffic 
throughout  sixteen  months  earlier  and  considerable  sections  were  in  operation  at  a 
much  earlier  period. 

The  interest  charges  on  the  funded  obligations  and  Government  loans  of  these 
companies  are  approximately  $7,200,000  a year.  There  are  further  debts  of  the  Grand 
Trunk  Pacific  and  subsidiary  companies  to  the  Grand  Trunk  for  advances  amounting 
to  $26,341,040.53  and  for  interest  thereon;  6 per  cent  on  which,  added  to  the  other 
liabilities,  brings  the  total  interest  charges  of  the  undertaking  to  $S,.846,544.20  a year. 
As  a partial  offset,  the  Dominion  Government  is  under  an  obligation  to  pay,  without 
recourse  for  seven  years  after  completion,  the  interest  on  the  Government  guaranteed 
first  mortgage  bonds  of  the  Mountain  Section,  amounting  to  $1,655,121.60  a year. 
Further,  the  system  has  a certain  amount  of  net  income.  For  the  year  ending 
December,  1916,  the  Grand  Trunk  Pacific  proper  showed  net  income  of  $1,899,052. 
This  figure,  however,  included  $600,000,  rent  of  the  Lake  Superior  branch  leased  to 
the  National  Transcontinental,  and  $1,305,741,  hire  of  equipment.  There  was  an 
operating  loss  of  $922,398  on  the  Branch  Lines.  All  together,  in  spite  of  losses  on 
operation,  the  system  had  a net  income  before  charges  of  $826,653. 


Grand  Trunk  Liability  for  Grand  Trunk  Pacific. 


The  Grand  Trunk  Railway  Company  stands  as  guarantor  of  the  following  out- 
standing debentures  and  bonds  issued  and  loans  made  to  the  Grand  Trunk  Pacific 
Railway  Company: — 


4 per  cent  Series  A Prairie  Division $10,206,000 

4 ^ " B Mountain  Division 9,963,000 

4 “ Lake  Superior  Division 7,533,000 

4 Perpetual  Debentures 34,879,252 

5 " Secured  Notes  (secured  by  pledges  of  4 per  cent 

debentures) 9,720,000 

Canadian  Government  Loan  of  1913 15,000.000 

“ “ “ 1909 10,000.000 

Total  guarantees 


In  addition,  the  Grand  Trunk  Railway  Company  had  at  Feb- 
ruary 29,  1916,  advanced  to  the  several  companies  the  following 
sums : — 


Grand  Trunk  Pacific  Railway  Company $ 801. 7S3  54 

“ “ “ Branch  Lines  Company 13,369,537  83 

“ “ " Saskatchewan  Railway  Co 214,500  00 

“ “ “ Development  Company,  Ltd 11,793,907  46 

Total  advances 


97,301,252 


26.179,728 


Total  commitment  of  Grand  Trunk  Railway  Company 


$123,280,980 


In  respect  of  these  advances  they  hold  the  companies’  notes  to  the  amount  of 
$24,334,016.55. 

We  estimate  the  present  annual  liability  of  the  Grand  Trunk  in  connection  with 
the  Grand  Trunk  Pacific  system  to  he  considerably  over  $5,000,000  per  annum;  and 
after  .Tanuary,  1923,  it  will  increase  to  over  $7,000,000. 
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Grand  Trunk  Company’s  Proposal. 

The  Grand  Trunk  Comirany  have,  in  the  letter  of  their  ijresideut,  addressed  to 
the  Prime  ^Minister  and  dated  December  10,  1915,  officially  acknowledged  that  they 
cannot  fulfil  their  obligations  in  reference  to  the  Grand  Trunk  Pacific.  The  Grand 
Trunk  Company  have  already  obtained  a tacit  release  from  their  contract  in  reference 
to  the  Transcontinental  half  of  the  original  Grand  Trunk  Pacific  undertaking.  They 
have  now,  by  their  chairman’s  letter,  put  it  on  record  that  they  are  “ at  the  end  of 
their  tether.”  They  say  that  it  is  “ quite  impossible  for  them  to  meet  the  extra 
liabilities  arising  from  the  Grand  Trunk  Pacific  Company.”  They  propose  to  retire 
altogether  from  the  concern ; that  in  return  for  their  handing  over  to  Government 
the  $25,(X)0,(KX)  common  stock  of  the  Grand  Trunk  Pacific  Railway,  which  is  in  their 
possession,  but  for  which  they  only  paid  a nominal  amount  of  actual  cash,  the  Govern- 
ment shall  not  only  relieve  them  of  all  liability  for  the  interest  on  the  securities  of 
the  Grand  Trunk  Pacific  and  subsidiary  companies,  and  for  any  deficiencies  of 
operating  expenses  of  the  Grand  Trunk  Pacific  System,  but  shall  “ repay  the  Grand 
Trunk  Railway  Company  any  money  advanced  to  the  Grand  Trunk  Pacific  or  its 
Branch  Lines  and  Development  Company  and  other  subsidiary  companies.” 

We  cannot  think  that  this  is  a reasonable  proposition,  or  one  that  we  could 
advise  the  Government  to  accept.  What  would  be  thought  if  one  partner  in  a busi- 
ness were  to  say  to  the  other : “ We  entered  jointly  on  an  enterprise  which  we  thought 
would  be  profitable.  It  has  turned  out  the  reverse.  I propose  that  you  settle  with 
the  creditors,  pay  out  to  me  the  whole  of  the  capital  I put  in,  and  let  me  retire. 
Provided  T go  free,  I am  content  that  you  make  what  you  can  of  the  business.”  We 
think  the  Grand  Trunk  Company  cannot  thus  escape  the  consequences  of  its 
own  action.  We  quite  agree  that  the  Grand  Trunk  Company  cannot  meet  its  Grand 
Trunk  Pacific  liabilities.  But.  if  the  Government  is  to  relieve  the  Grand  Trunk 
Company  of  liabilities  which  it  voluntarily  incurred,  but  which  it  now  finds  it 
impossible  to  meet,  it  is  for  the  Government,  not  for  the  company,  to  fix  the  terms. 


The  Grand  Trunk  Case. 


Having  regard  to  the  great  importance  of  this  question,  not  only  to  the  Grand 
Trunk  and  Grand  Trunk  Pacific  Companies,  but  also  to  the  people  of  Canada,  before 
deciding  w'hat  to  report  in  reference  to  the  present  position,  and  what  to  recommend 
for  the  future,  we  gave  to  the  management  of  these  companies  full  opportunity  to 
state  their  case.  We  invited  them  to  put  forward  every  ground  on  which  they  based 
their  application  that  the  Grand  Trunk  Company  should  be  relieved  by  the  Govern- 
ment of  their  obligations  in  respect  to  the  Grand  Trunk  Pacific,  and  have  repaid  to 
them  by  the  Government  their  advances  to  the  Grand  Trunk  Pacific  Company  and 
its  subsidiaries,  which  otherwise  would  be  uneollectable.  And  we  also  investigated  the 
physical  and  financial  position  of  the  companies. 
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In  a letter  addressed  to  Mr.  Clianiberlin,  president  of  both  coinpaiiies,  dated 
Ivoveniber  30,  IblG,  we  wrote  as  follows: — 

“Before  looking  into  the  Grand  Trunk  Pacific  history  from  a parlia- 
mentary standpoint,  I would  like  to  have  the  company's  own  statement  so  as  to 
make  sure  that  no  injustice  will  he  done  it. 

“ Will  you  please  write,  or  have  "Mr.  Biggar  write,  giving  the  history  of 
the  project,  and  the  underlying  motives  and  objects  to  be  served,  as  the  company 
understood  them,  and  say  to  what,  if  to  any  extent,  the  company  was  prevented 
or  hindered  in  carrying  out  its  programme?  If  Mr.  Biggar  has  a series  of  draft 
Acts  showing  changes  from  time  to  time  made  before  the  adoption  of  the  final 
Act  that  probably  would  be  helpful.” 

To  this  letter  ilr.  W.  IT.  Biggar,  K.C.,  general  solicitor  for  both  systems,  in 
a letter  received  by  us  on  December  12,  replied  as  follows : — 


Inception  of  the  National  Transcontinental. 

“ The  construction  by  the  Grand  Trunk  interests  of  a line  into  the  western 
provinces  appears  to  have  been  first  suggested  by  Mr.  Hays  to  the  late  Sir 
Charles  Kivers  Wilson,  then  i>resident  of  the  Grand  Trunk,  early  in  1902.  The 
correspondence  between  these  two  officials  clearly  shows  that  the  chief  purpose 
was  the  construction  of  a line  to  connect  the  Ontario  lines  of  the  Grand  Trunk 
with  the  western  provinces.  The  general  outline  of  the  scheme  having  received 
the  approval  of  the  directors  of  the  Grand  Trunk  in  London,  Mr.  Hays,  on 
October  2.3,  1902,  submitted  it  to  Sir  Wilfrid  Laurier,  then  Prime  Minister. 
On  November  3,  1902,  probably  at  the  suggestion  of  Sir  Wilfrid  Laurier,  a 
memorial  was  addressed  to  him  signed  by  the  late  Mr.  Hays  and  the  late  Mr. 
Wainwright.  The  following  extracts  from  that  memorial  show  what  was  con- 
templated : — 

“ ‘ Your  petitioners  desire  to  memorialize  your  Government  in  regard  to 
the  construction  of  a first-class  line  of  railway  from  the  northern  terminus 
of  the  Grand  Trunk  Railway  at,  or  near.  North  Bay,  Out.,  through  to  the 
Pacific  coast,  for  the  reasons  and  upon  the  conditions  herein  set  forth : — 

“‘First:  That  it  is  considered  very  desirable  and  in  the  public  interest 
that  there  should  be,  without  any  unnecessary  delay,  a second  transcontinental 
railway  reaching  from  the  Atlantic  ocean  to  the  Pacific  ocean,  in  order  that 
additional  facilities  may  be  provided  for  the  large  and  growing  business  of 
the  Northwest,  which  might  otherwise  find  its  outlet  through  American 
channels. 

“ ‘ Second : That  your  petitioners  pi-opose,  as  soon  as  authorized  by  your 
Government,  to  undertake  the  construction  of  such  a line  from  North  Bay, 
Ont.,  or  some  other  point  north  thereof,  to  be  defined,  to  the  Pacific  coast, 
the  terminus  to  be  at  or  near  Port  Simp.son ; with  all  necessary  branches 
along  the  route,  to  be  designated. 

“ ‘ Third : That  your  petitioners  therefore  ask  that  their  application  for 
authority  to  construct  such  a lino  of  railway  to  be  called  the  Grand  Trunk 
Pacific  Railway  shall  be  granted. 

“ ‘ Eighth : That  in  order  to  provide  for  connection  with  the  Atlantic 
seaboard,  all  the  year  round  and  through  an  all-British  territory  route,  your 
petitioners  will  be  prepared  to  enter  into  an  arrangement  with  the  Govern- 
ment for  an  interchange  of  traffic  or  other  satisfactory  agreement  with  the 
Intercolonial  Railway  at  Montreal,  or  such  other  proposal  as  the  Govern- 
ment may  submit. 
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“‘Ninth:  That  your  petitioners  would  have  the  advantage  of  all  the 
eastern  connections  in  Ontario  and  Quebec,  of  the  Grand  Trunk  Railway, 
and  by  this  means  (on  the  completion  of  the  transcontinental  line)  there 
would  be  established  and  opened  up  a complete  system  from  ocean  to  ocean.’ 
“ Shortly  after  this  memorial  was  presented,  ilr.  Tlays  instructed  that 
notice  of  an  application  to  Parliament  for  an  Act  to  incorporate  ‘ The  Grand 
Trunk  Pacific  Railway  (^ompany  ’ be  prepared  and  published.  I inclose  a copy 
of  the  notice  marked  ‘ A.’  In  accordance  with  an  apparent  understanding 
between  Sir  ^Yilfrid  Laurier  and  ^Ir.  Hays  that  notice  was,  before  publication, 
submitted  to  and  approved  by  the  then  ilinister  of  Ju.^tice,  now  Chief  Justice 
of  the  Supreme  Court  of  Canada.  Subsequently  the  Bill,  a copy  of  which 
marked  ‘ B ’ is  also  inclosed,  was  prepared  and  forwarded  to  the  Clerk  of  the 
House.  In  the  early  months  of  1903,  conferences  were  from  time  to  time  held 
between  Mr.  Hays  and  Air.  AYainwright  on  behalf  of  the  company  and  Sir 
AYilfrid  Laurier  and  members  of  his  Cabinet,  as  a result  of  which  Air.  Hays 
was  asked  to  have  the  Bill  amended  to  provide  for  the  construction  of  a line 
from  North  Bay  to  Quebec.  Not  only  do  I personally  know  this  to  be  the  fact, 
but  it  is  corroborated  by  a letter  written  to  Sir  Charles  Rivers  Wilson  by 
Air.  Hays  on  Alarch  16.  1903,  in  which  he  stated  that  ‘at  the  request  of  the 
Government  we  have  amended  our  Grand  Trunk  Pacific  charter  taking  powers 
to  build  a line  from  Quebec  to  North  Bay.’  I inclose  a copy  marked  ‘ C ’ of  the 
notice  published  in  accordance  with  that  undertaking.  Wlien  the  Bill  first 
came  up  for  discussion  before  the  Railway  Committee  of  the  House  of 
Commons,  such  strong  opposition  developed  that  practically  no  progress  was 
made  at  that  meeting  nor,  in  fact,  at  several  subsequent  meetings  of  the  com- 
mittee. While  the  Bill  was  thus  under  consideration,  several  members  from 
the  Alaritime  Provinces  insisted  that  the  eastern  terminus  of  the  line  should 
not  be  Quebec  but  a point  in  the  Alaritime  Provinces.  So  strongly  was  this 
view  pressed  that  in  the  end  the  Government  acquiesced  and  directed  that 
the  Bill  be  further  amended  to  include  the  construction  of  a line  from  Quebec 
to  Aloncton.  I attach,  marked  ‘ D,’  a coiiy  of  clause  13  of  the  Bill  reprinted 
by  direction  of  the  committee  to  give  effect  to  this.  Aloncton  was  decided 
upon  as  a compromise,  regard  being  had  to  the  fact  that  both  Halifax  and 
St.  .John  could  be  reached  from  there  by  the  Intercolonial.  As  you  will  see, 
this  clause  as  reprinted  authorized  the  construction  of  branch  lines  to  Fort 
AYilliam  or  Port  Arthur  and  to  North  Bay.  During  all  this  time  negotiations 
were  still  being  carried  on  between  the  Government  and  the  representatives  of 
the  company  regarding  the  extent  of  and  the  terms  upon  which  the  Govern- 
ment should  aid  in  the  construction  of  the  line.  These  resulted  in  the  agree- 
ment of  July  29,  1903,  a copy  of  which  forms  the  Schedule  to  Chapter  71  of 
the  Statutes  of  1903.  The  facts  herein  stated,  and  the  enclosures,  show  how 
the  scheme  as  first  outlined  by  Air.  Hays  came  to  be  so  materially  changed. 
That  his  original  intention  was  not  carried  out  was,  to  my  personal  knowledge, 
not  due  to  a change  of  view  on  his  part  but  because  he  came  to  the  conclusion 
that  the  Government  aid  essential  to  the  construction  of  any  Grand  Trunk 
Pacific  line  could  only  be  secured  upon  the  terms  set  forth  in  the  agreement  of 
July  29,  1903.” 

It  is  not  necessary  to  reprint  the  exhibits  referred  to  in  Air.  Biggar's  letter.  They 
fully  establish  his  statement  that  the  original  advertisement,  the  draft  Bill,  and  the 
notice  of  intention  to  apply  for  the  Act,  were  all  mei'ely  for  the  construction  of  a line 
from  a point  at  or  near  North  Bay,  in  the  province  of  Ontario,  and  thence  westerly. 
But  Air.  Biggar's  own  letter  shows  also  that  the  Grand  Trunk  Company,  however 
reluctantly,  did  accept,  as  the  only  consideration  on  which  they  could  get  authority 
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and  assistance  to  construct  and  operate  the  Grand  Trunk  Pacific  line  from  Winnipeg 
westward,  the  obligation  to  operate  also  the  line  from  Winnipeg  eastward.  Put  this 
point  is  not  of  importance,  as  the  company  has,  in  effect,  been  released  from  the 
obligation  that  it  assumed. 

Mr.  Biggar,  however,  confined  himself  to  the  Transcontinental  section  of  the 
original  scheme;  and  his  letter  contained  no  reply  to  our  request  for  a more  general 
statement  as  to  the  whole  project,  its  motives  and  objects,  and  the  manner  in  which 
the  company  hight  have  suffered  hindrance  in  carrying  out  its  programme.  We 
accordingly  addressed  a further  communication  to  Mr.  Chamberlin. 

In  a letter  to  us  dated  January  30,  1917,  he  wrote  as  follows: — 


Letter  from  the  President  of  the  Grand  Trunk. 

“ In  reirlying  to  the  first  question  asked  in  your  letter  ‘ as  to  the  effect  on 
the  Grand  Trunk  proper  of  the  loss  of  the  $25,000,000  investment,’  it  is  perhaps 
necessary  to  repeat  to  some  extent  what  has  already  been  said  from  time  to 
time  on  the  subject. 

“ The  advance  to  the  Branch  Lines  Company — every  dollar  of  it — repre- 
sents money  paid  by  the  Grand  Trunk  in  order  to  complete  the  lines,  the  bond 
issues  having  been  found  insufficient  for  the  purpose,  together  with  interest 
accruing.  These  branch  lines  were  intended  to  be,  and  have  been,  important 
feeders  to  the  parent  company,  the  present  financial  position  of  which  would 
have  been  much  worse  than  it  is  had  they  not  been  constructed. 

“ The  Grand  Trunk  Railway  Company  having  furnished  the  money  neces- 
sary to  complete  these  lines  would  naturally  look  upon  the  confiscation  of  its 
investment  as  a crime.  The  money  was  put  into  it  in  good  faith,  in  the  belief 
that  the  Grai^d  Trunk  Pacific  was  largely  a national  undertaking.  That  the 
railway  has  turned  out  so  far  not  to  be  a success  is  no  fault  of  theirs,  but  can 
be  attributed  directly  to  the  action  of  the  Government  in  subsidizing  competing 
line's  and  in  many  ways  enormously  adding  to  the  cost  of  construction.  There 
is  not  a shadow  of  doubt  that  had  the  course  subsequently  followed  by  the 
Government  been  known  when  application  for  the  Grand  Trunk  Pacific  charter 
was  made,  that  road  would  never  have  been  built. 

“ These  are  the  facts  as  understood  by  the  Grand  Trunk  directors  and 
shareholders. 

“ The  repudiation  of  this  legitimate  indebtedness  in  any  arrangement  made 
with  the  Govei’iiment  would  not  only  injure  the  Grand  Trunk  Company’s  credit, 
but  might  induce  a spirit  of  hostile  criticism  on  the  part  of  investors  in  Grand 
Trunk  securities  in  London  and  New  York  that  might  easily  react  upon  the 
credit  of  the  country. 

“ The  foregoing  remarks  apply  also  to  the  advances  to  the  Saskatchewan 
Railway. 

“ The  Grand  Trunk  Pacific  Development  Company  was  organized  with  a 
view  to  obtaining,  for  the  Grand  Trunk  Pacific  Railway,  terminals  and  towm- 
sites,  in  order  to  induce  settlers  to  take  up  land  on  the  line  of  the  railway. 
The  whole  of  the  common  stock  was  owned  by  the  Grand  Trunk  Pacific  Rail- 
way Company.  The  enterprise  was  an  endeavour  to  do  at  our  own  expense 
exactly  what  in  the  case  of  the  Canadian  Pacific  and  Canadian  Northern  Com- 
panies had  been  provided  by  the  Government  by  giving  land  subsidies.  The 
money  advanced  by  the  Grand  Trunk  Railway  Company  would  have  been  repaid 
had  it  not  been  for  the  collapse  of  land  values  in  the  West,  owing  to  the  cul- 
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mination  of  the  boom  in  real  estate.  The  assets  of  the  company  are  ovmed  by 
the  Grand  Trunk  Pacific  Kailway  Company,  and  the  operations  of  the  Develop- 
ment Company  accrue  entirely  to  its  benefit. 

“ To  the  second  question  asked  as  to  the  effect  on  the  Grand  Trunk  proper 
should  the  operation  of  the  Grand  Trunk  Pacific  be  left  as  it  is  and  the  former 
not  be  relieved  from  its  guarantees,  there  can  be  only  one  answer : it  would 
mean  a receivership  for  the  Grand  Trunk  Company,  carrying  with  it  the 
destruction  of  its  credit  for  some  time  to  come  and  the  impairment  of  the  credit 
of  the  whole  Dominion. 

“I  can  hardly  add  anything  to  lend  additional  force  to  the  remarks  already 
made  in  order  to  indicate  the  justice  of  our  claim.  Tf  we  have  been  guilty  of 
too  much  optimism  in  the  inception  of  the  scheme,  does  not  the  same  criticism 
sipply  to  the  Government  which  subsidized  a railway  system  to  compete  with 
us,  its  success  being  dependent  entirely  upon  a large  influx  of  settlers  in  the 
West?  While  this  expectation  has  not  yet  been  fulfilled,  it  is  not  unreasonable 
to  hope  that  it  has  only  been  deferred,  and  that  eventually  the  Grand  Trunk 
Pacific  Railway  system  will  prove  an  excellent  national  asset.” 

ilr.  Chamberlin’s  letter  in  eftect  charges  bad  faith,  unless  the  demands  made  by 
his  company  are  acceded  to  by  the  country.  “ Confiscation,”  “ crime,”  “ repudiation 
of  legitimate  indebtedness,”  are  grave  words  to  l>e  used  by  the  president  of  a great 
company  in  an  official  communication  referring  to  the  action  of  the  Government.  Tlie 
matter  could  not  rest  there.  A serious  situation  was  created,  and  one  which  in  our 
view  could  not  rest  on  mere  affirmation  or  unsupported  opinion. 

If  the  company  has  been  taken  advantage  of,  or  in  any  way  deluded  or  defrauded 
by  the  Government,  the  fair  name  of  Canada  requires  immediate  redress.  On  the 
other  hand,  the  country  ought  not  to  be  called  upon  to  accept,  on  the  ground  of  ^ood 
faith,  a large  loss  and  responsibility,  unless  this  ground  is  well  established.  We 
accordingly  arranged  to  hold  a viva  voce  examination. 


Hearing  of  Grand  Trunk  Officials  at  Montreal. 

On  this  occasion,  Mr.  Chamberlin  was  given  every  oijportunity  to  disclose  all  the 
grounds  on  which,  as  a matter  of  fairness,  the  Grand  Trunk  ought  to  be  relieved  of 
its  obligations.  No  such  case  has  been  made  out.  Still  less  a case  of  “ repudiation 
of  legitimate  obligations.” 

We  have  reprinted  in  full  in  Apisendix  “ B ” to  this  report,  ilr.  Chamberlin’s 
evidence.  In  reference  to  the  National  Transcontinental,  two  new  points  were  raised; 
(1)  That  the  statutory  obligation  to  route  ocean  traffic  from  and  to  the  West  via  Cana- 
dian ports  rather  than  via  Portland  is  injurious  to  the  Grand  Trunk,  and  (2)  that 
the  delay  in  the  completion  of  the  western  portion  of  the  Transcontinental  and  the 
absence  of  a connection  via  North  Bay  caused  the  Grand  Trunk  to  lose  valuable 
traffic  which  they  might  have  had  in  the  years  of  heavy  business  before  1914.  The 
answer  as  to  (I)  is  that  the  company  accepted  the  obligation  when  it  took  its  Act, 
and  that  they  have  never  so  far  asked  to  be  relieved  qf  it.  In  respect  of  (2)  there  is 
no  ground  for  holding  that  the  Government  undertook  any  obligation  to  the  company 
which  it  failed  to  carry  out.  There  was  indeed  a provision  in  the  National  Transcon- 
tinental Act  of  1904  that  the  Government  should  so  construct  the  railway  that  the 
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section  between  Winnipeg^  and  Quebec  and  that  between  Quebec  and  Moncton  should 
be  completed  as  nearly  as  practicable  at  the  same  time.  But  this  was  a statutory 
public  obligation  and  confers  no  contractual  right  on  the  Grand  Trunk  Pacifis  Com- 
pany. It  may  well  be  that  in  this  and  in  other  respects  the  Grand  Trunk  failed  to 
procure  the  insertion  in  its  agreement  with  the  Government  of  stipulations  which 
prudence  would  have  recommended. 

Grand  Trunk  Pacific  Case. 

In  respect  to  the  Grand  Trunk  Pacific  proper,  Mr.  Chamberlin  rested  his  case 
on  the  following  main  grounds:  (1)  That  the  Government  had,  in  effect,  gone  into 

partnership  with  the  Grand  Trunk  Pacific  and  that  subsequently  it  had  by  subsidies 
and  guarantees  enabled  a rival  (the  Canadian  Northern)  to  come  into  existence;^ 
and  that  this  action  of  the  Government  was,  in  view  of  its  position  as  partner  with 
the  Grand  Trunk  Pacific,  tantamount  to  bad  faith;  (2)  that  the  simultaneous  con- 
struction of  the  Canadian  Northern  in  the  same  territory  greatly  enhanced  the  diffi- 
culty of  obtaining  labour,  doubled  its  price,  and  also  prolonged  the  period  of  con- 
struction; (.3)  that  a new  duty  on  steel  rails  was  imposed  after  the  Grand  Trunk 
Pacific  Act  was  passed,  and  that  this  added  $5,000,000  to  the  cost  of  construction. 
Mr.  Chamberlin  reiterated  his  strong  belief,  that  his  jiredecessors  would  never  have 
gone  into  the  scheme,  had  they  known  that  they  would  be  exposed  to  Canadian 
Northern  competition. 

As  to  (1)  we  cannot  for  a moment  accept  Mr.  Chamberlin’s  contention.  The 
Government  was  and  is  a government,  not  a mere  private  partner ; and  it  retained 
and  retains  all  the  attributes  of  a government,  including  the  power  to  charter  new 
railways.  We  cannot  suppose  that  the  management  of  the  Grand  Trunk  were 
ignorant  of  this  fact  when  they  took  the  Act  constituting  the  Grand  Trunk  Pacific 
Company.  Seeing,  moreover,  that  the  Canadian  Pacific  Hallway  Company  had 
obtained  special  statutory  protection  against  certain  competition,  we  can  hardly 
believe  that  their  attention  was  not  directed  to  the  matter.  M’hether  they  applied 
for  a similar  protection  and  failed  to  obtain  it,  or  whether  they  determined  that  it 
was  useless  to  apply,  we  know  not.  But  the  point  is  not  important.  It  is  clear  that 
the  Government  was  entirely  entitled  to  do  what  it  did.  (2)  This  no  doubt  was  a fact, 
which  was  disadvantageous  to  the  Grand  Trunk  Pacific;  but  the  company  took  this 
risk,  as  it  took  other  business  risks,  when  it  promoted  its  enterprise.  (3)  In  this 
case  also  it  is  clear  from  the  correspondence  between  the  company  and  the  then 
Prime  Minister,  exchanged  in  the  autumn  of  1905,  that  the  Government  in  no  way 
broke  faith  with  the  company.  The  Bill  for  the  Act  imposing  the  duty  was  intro- 
duced three  months  before  the  agreement  between  the  Government  and  the  company 
was  signed.  The  company  must  therefore  have  been  aware  of  the  Government’s 
intention,  and  it  must  be  held  to  have  taken  its  agreement,  containing  no  provision 
for  exemption,  with  full  knowledge  of  this  intention.  According  to  the  correspond- 
ence, the  Prime  Minister  believed  in  1905  that  the  question  of  a duty  on  rails  had 
been  more  than  once  discussed  at  the  time  of  the  inception  of  the  scheme;  Mr.  Hays, 
for  the  Grand  Trunk  Pacific,  believed  it  had  never  been  discussed  at  all. 
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The  Commission's  Conclusions. 

Our  inquiry  has  fully  satisfied  us  that  the  Grand  Trunk  management  was  con- 
tent at  the  time  with  the  arrangement  made;  that  it  deliberately  took  its  business 
chances,  and  proceeded  with  the  undertaking.  On  the  evidence  there  is  nothing 
wliatever  to  justify  any  charge  of  lack  of  fairness  or  good  faith  on  the  jjart  of  the 
Governmoit  in  its  dealings  with  the  company.  We  have  no  hesitation  in  saying 
that,  neither  legally  nor  morally,  have  the  promoters  or  shareholders  of  the  Grand 
Trunk  Pacific  Company  any  basis  for  a claim  that  the  countrj’  shall  make  good  the 
Grand  Trunk’s  mistaken  investment  in  the  Grand  Trunk  Pacific.  Any  aid  given 
to  them  must  be  looked  upon  not  as  a matter  of  obligation  but  as  spontaneous  bounty. 

The  (luestion  is  really  so  left  by  the  Grand  Trunk  officials  themselves.  The 
record  reads  (page  ITG),  as  follows: — 

“ Sir  IIenuy  Drayton  : Doesn’t  it  really  come  down  to  this,  that  the  state- 
ments in  your  letter  mean  that  in  your  view,  in  order  to  protect  the  finances  of 
the  Grand  Trunk,  and  as  a corollary  to  protect  the  finances  of  the  country,  the 
Government  ought  to  relieve  the  Grand  Trunk  in  regard  to  its  investment; 
isn’t  that  the  whole  thing? 

“Mr.  Chamberlin:  That  is  tlie  whole  thing? 

“Sir  Henry  Dray’ton:  There  is  nothing  else  to  it? 

“Mr.  Chaaiberlin:  Nothing  else.” 

The  Parent  Grand  Trunk  Company. 

We  turn  to  the  position  of  the  parent  Grand  Trunk  Company.  The  proposal  of 
its  chairman  is  that,  after  they  have  been  permitted  to  wash  their  hands  of  their 
Grand  Trunk  Pacific  venture,  they  shall  revert  to  their  old  position  of  a local  road 
in  Eastern  Canada.  We  cannot  think  that  this  is  in  the  interest  of  the  country.  We 
cannot  accept  the  chairman’s  view  that  on  these  terms  the  company  would  be.  “ able 
to  fulfil  the  ever-increasing  demands  of  the  public  bodies.”  We  do  not  think  that 
“ the  credit  of  the  Grand  Trunk  Company,”  weakened  as  it  must  be  by  its  Grand 
Trunk  Pacific  failur.e,  could  be  “so  maintained  as  to  render  possible  the  raising  of 
fresh  capital  as  required.”  The  financial  management  of  the  company  is  not  such 
as  to  inspire  confidence.  A few  weeks  after  the  chairman’s  letter  acknowledging  that 
the  company  could  not  meet  their  Grand  Trunk  Pacific  liabilities — with  short  term 
notes,  issued  to  make  advances  to  Grand  Trunk  Pacific  companies,  which  those  com- 
panies evidently  cannot  meet  at  maturity,  outstanding  to  the  amount  of  $25,000,000 — • 
the  Grand  Trunk  Company  paid  away  $2,500,000  in  dividends.  And  the  accounts 
for  the  same  year,  1915,  contain  under  the  head  of  “ capital  expenditure  ” this 


entry : — 

“ Discount  and  commission : — • 

£ s.  d. 

On  sale  of  3-year  5 jier  cent  notes 22,438  5 3 

On  sale  of  5-year  5J  per  cent  notes 104,371  11  7 


126,809  16  10” 
(Say  $608,604) 
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Grand  Trunk  Maintenance  Expenditure. 
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Further,  the  Grand  Trunk  railway  has  not  been  and  is  not  being  adequately 
maintained.  No  depreciation  fund  has  been  created  for  equipment.  Mr.  Chamberlin’s 
view,  as  shown  by  his  evidence,  is  that  5 per  cent  on  the  cost  of  the  equipment  ought 
to  be  annually  charged  under  this  head.  He  says: — 


“ Take  engines  and  cars,  they  are  either  worn  out  or  out-of-date  in  twenty 
years.” 

This  item,  according  to  his  evidence,  would  have  required  an  annual  sum  of 
$2,750,000.  He  also  states: — 

“ If  we  had  $26,000,000  now,  it  would  put  us  in  fine  shape.” 

The  vice-president  in  charge  of  operation,  Mr.  Kelley,  has  direct  responsibility 
for  the  plant.  On  Mr.  Chamberlin’s  evidence  being  put  to  him,  he  agreed  with  it. 
He  has  since  submitted  to  us  a full  report  on  the  question  of  deferred  expenditure. 
“ Deferred  expenditure  ” means,  in  plain  English,  expenditure  which  has  not  been 
made,  but  which,  in  view  of  those  charged  with  the  duty  of  maintaining  the  plant, 
ought  to  have  been  made. 

We  give  below  Mr.  Kelley’s  summary  in  tabular  form,  but  we  do  not  think  it 
necessary  to  reproduce  all  the  supporting  tables. 

GRAND  TRUNK  RAILWAY  SYSTEM — SUMMARY, OF  DEFERRED  EXPENDITURES. 

Rebuilding  and  reinforcing  freight  car  equipment $ 8,943,971  14 

Rebuilding  freight  and  passenger  cars  with  safeby  appli- 
ancses — 

Original  estim'aJte $860,72)2  60' 

Already  expended i3i92,'2i2i0  89 

Balance  to  'be  expen'ded $ 45i8,&01  60. 

Equipping  engines  with  safety  applllanoes — 

Original  estimate $ 1'7,8.28  O'O 

Already  expended 61513  '68 

Balance  to  be  expended $ 17,274  32 

Deferred  renewals  in  Mainberaanoe  of  Way  Department — 

In  Canada $ 16,1812,6  72 

In  United  States 5,578,926' 

$ lll,7Wl,5)9i8  0-0 

Total $ 21,1S1,34‘5  07 

Montreal,  March  '5,  1917. 

On  the  single  item  of  “ rails  ” the  “ cash  expenditure  required  to  restore  normal 
conditions  ” is  reported  as  $5,.312,142.  The  cost  of  restoring  ballast  to  normal  con- 
ditions is  reported  as  $2,434,(X)0. 

With  reference  to  the  deferred  renewals  in  Canada  amounting  to  over  $6^000,000, 
it  appears  that  they  have  accumulated  during  eleven  years,  1906-16.  During  this 
period,  in  spite  of  the  requirements  of  the  property,  and  the  claims  of  public  safety, 
$36,000,000  were  paid  out  in  dividends. 
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Grand  Trunk  Capital  Expenditure  Required. 

The  $21,000,000  dealt  with  above  represent  the  money  which  the  responsible 
officers  of  the  company  estimate  to  he  required  to  put  the  existing  plant  into  good 
normal  condition.  This  is  a revenue  liability.  But  the  existing  plant  is  quite 
inadequate  for  existing  traffic  and  requires  large  additions,  for  which  new  capital 
must  be  raised.  The  estimates  of  necessary  capital  expenditure  submitted  to  us  are 
as  follows : — ' 


Requirements  for  filing  stock,  shops  and  machinery $ 2'6.,1'5’0,‘0'0'0 

“ automatic  ibloiok  signals  (main  line  in  Canada  only) . . ..  3,5i3>3,00'0 

“ installing  rock  ballast  crushing  plant 4'67,i5!0'0 


Total $ 30,1I50,'5'00 


Putting  together  revenue  and  capital  expenditure,  we  find  that  the  Grand  Trunk 
Railway,  in  the  opinion  of  its  ovm  officers,  requires  over  $.51,000,000  spent  upon  it  to 
put  it  in  a position  to  meet  the  requirements  of  its  to-day’s  business.  We  see  no 
reason  to  expect  that  under  existing  conditions  this  necessary  money  will  be 
provided. 


Effect  on  Canadian  Business. 

The  effect  on  the  country’s  business  of  deficient  railway  facilities  is  very  serious. 
It  is  best  shovra  in  a period  of  stress,  whether  this  stress  is  due  to  traffic  congestion 
or  is  the  result  of  bad  weather  conditions.  February  last  gives  a good  example.  The 
traffic  was  very  heavy;  embargoes  were  the  rule  and  not  the  exception;  weather 
conditions  were  worse  than  usual  even  in  winter.  The  Grand  Trunk  had  handled 
over  the  lines  in  its  Ontario  district  in  February,  1916,  .318,532  cars.  Last  February 
it  handled  only  195,120.  In  its  Eastern  district  in  February,  1916,  the  company 
handled  210,914  cars;  and  in  February  of  this  ye.ar  only  109,567  cars.  This  failure 
has  occurred  at  a period  when  the  demands  on  the  country  for  food  supplies,  muni- 
tions of  war  and  other  articles  used  by  the  Allied  armies,  are  extremely  heavy.  The 
situation  is  one  which  calls  loudly  and  insistently  for  an  immediate  remedy. 

In  fairness  to  the  Grand  Trunk,  it  should  be  pointed  out  that  congestion 
inevitably  causes  a falling  off  in  the  volume  of  traffic  handled.  Cars  which  are 
insistently  required  for  the  necessities  of  life,  such  as  coal,  perishable  foods,  live 
stock — and  under  present  circumstances  munitions — have  at  all  hazards  to  be  got 
forward.  This  necessitates  greatly  increased  yard-work  and  switching.  Preferential 
treatment  of  any  one  class  of  traffic  always  retards  the  general  movement,  and  so 
adds  further  to  congestion. 

The  Canadian  Pacific  is  a well  organized  line.  Its  movement  also  fell  off  in 
Eastern  Canada.  Its  two  districts  probably  most  nearly  comparable  to  the  Grand 
Trunk’s  Eastern  and  Ontario  lines  are  its  Ontario  and  Quebec  districts.  In 
February,  1916,  the  Canadian  Pacific  handled  in  its  Ontario  district,  92,255  cars, 
and  in  1917  only  80,414  cars.  In  its  Quebec  district  it  handled,  in  February,  1916, 
130.045  cars,  and  in  February,  1917,  only  96,464  ears.  The  resultant  percentage 
decreases  are  for  the  Grand  Trunk  in  its  Ontario  division  39-37  per  cent,  and  for  the 
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Canadian  Pacific  Railway  in  its  Ontario  district  15-58  per  cent.  For  the  Grand 
Trunk  in  its  Eastern  Division,  and  for  tlie  Canadian  Pacific  in  its  Quebec  district, 
tlie  percentage  decreases  are  48-5  per  cent  and  25-82  per  cOit  respectively. 

At  a l;Tter  jjag’e  of  this  report  we  refer  in  another  connection  to  the  fact  that  the 
Intercolonial  has  no  terminals  of  its  own  at  Montreal,  but  uses  those  of  the  Grand 
Trunk.  The  congestion  of  February  was  more  a terminal  congestion  than  a rail 
congestion,  and  the  Intercolonial  business  out  of  ^Montreal  was  directly  affected  by 
tlie  congestion  of  the  Grand  Trunk  terminals.  The  Intercolonial  movement  in  the 
First  Division  out  of  Montreal  in  February,  I'JIG,  amounted  to  25,446  cars,  and  for 
the  same  month  in  1917,  to  15,628  cars,  a percentage  decrease  of  38-58  per  cent.  The 
Intercolonial  system,  however,  as  a whole,  had  a movement,  in  February,  1917,  of 
51,311  cars,  as  compared  with  66,510  cars  in  February,  1916,  a percentage  decrease  of 
only  22-85  per  cent,  while  the  Grand  Trunk  for  its  entire  system  handled,  in 
February,  1916,  652,358  cars,  and  in  the  same  period  in  1917,  402,133  cars,  a per- 
centage decrease  of  38-35  per  cent. 

Commissioners’  Recommendation. 

0 

The  Grand  Trunk  Company’s  Board  of  Directors  is  3,000  miles  away.  We  can- 
not think  that  the  state  of  affairs  which  our  investigation  has  disclosed  could  have 
arisen,  had  the  Board  been  on  the  spot.  We  are  'forced  to  the  conclusion  that  the 
control  of  an  important  Canadian  company  should  be  in  Canada.  But  this  cannot 
be  secured  as  long  as  the  Grand  Trunk  Railway  is  o\vned  by  shareholders  in  England. 
We  have  come  to  the  conclusion,  therefore,  that  the  control,  not  only  of  the  Grand 
Trnnk  Pacific  Company,  but  also  of  the  Grand  Trunk  Company  of  Canada  should 
be  surrendered  into  the  hands  of  the  people  of  Canada.  We  recommend  that  the 
chairman  of  the  Grand  Trunk  Company  be  informed,  that  it  is  oidy  on  this  con- 
dition that  the  Government  is  prepared  to  relieve  his  company  of  the  obligations  which 
it  has  incurred  in  respect  to  the  Grand  Trunk  Pacific.  We  recur  later  on  in  this 
report  to  these  two  companies,  in  order  to  set  out  our  recommendations  as  to  their 
ownershii)  and  management  in  the  future,  and  as  to  the  terms  to  be  offered  to  the 
Grand  'rrunk  shareholders. 


I 

I‘AHT  III, 

THE  CANADIAN  NORTHERN  SYSTEM. 

The  syslem  now  known  as  the  Canadian  Northern  began  with  the  acquisition 
by  Messrs.  ^Mackenzie  and  Mann,  in  the  year  1896,  of  a charter  which  had  been 
granted  in  1SS9  by  the  province  of  Manitoba  to  the  Lake  Manitoba  Railway  and 
Canal  Conqiany.  The  charter  was  for  a line,  123  miles  in  length,  from  Gladstoie 
on  the  Canadian  Pacific  to  Winn^3egosis.  Construction  was  promptly  begun,  and 
20g— 34 


aXXVI 


RAILWAY  INQUIRY  C0JI3IISSI0N 


7 GEORGE  V,  A.  1917 

the  line  was  oi>ened  in  January,  1897.  In  the  same  year,  1897,  Messrs.  Mackenzie 
and  Mann  began  to  construct  a line  from  Winnipeg  to  Port  Arthur,  known  as  the 
^Manitoba  and  South-Eastern.  Shortly  after  they  constructed  also  the  Winnipeg 
and  Great  Northern. 

These  tliree  companies  among  them  received  land  grants  of  4,000,000  acres,  and 
their  bonds  were  largely  guaranteed  by  the  province  of  Manitoba. 

In  1899.  the  Lake  Manitoba  Railway  and  Canal  Company  and  the  'Winnipeg  and 
Great  Northern  Company  were  amalgamated  as  the  Canadian  Northern  Railway 
Company. 

Thereafter,  by  lenses,  by  absorptions,  and  by  new  construction,  the  Canadian 
Northern  system  grew  fast  in  both  directions,  eastward  and  westward.  As  a system 
it  n#\-er  has  had,  nor  has  it  to-day,  any  corporate  existence.  It  was  held  together 
by  stock  ownership.  The  whole  of  the  common  stock  of  the  Canadian  Northern 
Railway  Company  itself  was  held  by  Messrs,  ^lackenzie  and  Mann.  In  the  case  of 
the  afliliated  companies  the  stock  was  held  sometimes  by  the  parent  company;  some- 
times by  Messrs,  ilaekenzie  and  !Mann  in  their  own  names. 

Throughout  the  history  of  the  Canadian  Northern  construction,  the  company  has 
depended  on  ])ublic  aid,  direct  or  indirect.  The  development  in  the  twenty  years  since 
1896  has  gone  through  four  distinct  stages,  though  chronologically  the  stages  overlap  to 
a considerable  extent.  In  the  first  stage,  the  company  relied  on  Provincial  guarantees. 
As  it  grew  larger  and  more  ambitious,  it  invoked  and  obtained  aid  from  the  Dominion. 
This  was  the  second  stage.  In  the  third  stage,  the  company,  having  become  better 
known,  raiserl  large  amounts,  by  the  issue  of  Perpetual  Debenture  Stock,  and  later  of 
Convertible  Income  Debenture  Stock,  on  its  own  credit.  At  no  period,  as  far  as  we 
have  been  able  to  ascertain,  has  any  actual  cash  been  obtained  from  the  sale  of  the 
common  stock,  either  of  the  parent  company  or  of  the  constituent  or  subsidiary  com- 
panies. With  the  exception  of  a French  issue  of  $4,000,000  in  December,  1911,  practi- 
cally all  the  Canadian  Northern  money  obtained  by  public  subscription  has  been 
raised  in  London. 


Canadian  Northern  Position  in  1914. 

In  the  fourth  and  last  stage,  in  1914,  with  hea^^  interest  payments  to  be  made 
and  large  construction  contracts  still  open,  the  company  found  its  own  resources 
insutfieient.  It  reported  that  it  required  $100,000,000  to  complete  and  equip  its 
system;  that  it  could  raise  on  its  own  account  $58,000,000;  and  it  appealed  to  the 
Government  to  find  the  balance. 

The  Government  thereupon  guaranteed  an  issue'  of  $45,000,000  of  4 per  cent 
First  ilortgage  Debenture  Stock.  Of  this  issue,  $14,600,000  was  sold  in  Landon  at 
914  in  July,  1914;  and  $2,433,333  at  91  in  Februar.v,  1915.  There  have  been  handed 
back  to  the  Dominion  Government  $12,500,000  as  security  for  a cash  loan  of  $10,000,000. 
The  remainder  (except  $133,333  unissued)  has  been  pledged  as  security  for  loans  in 
New  York.  The  total  proceeds  in  cash  from  those  sales  and  pledges  were  $36,759,265. 
This  sum  having  proved  insutfieient,  in  May,  1916,  the  Canadian  Northern  obtained 
from  the  tiovernment  a further  loan  of  $15.000.00<t  at  the  rate  of  6 per  cent  repay- 
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able  on  demand,  to  be  used  either  for  constriietion  or  to'  meet  interest  obligations. 
In  addition,  the  Government  undertook  in  September,  1915,  to  lend  to  the  company 
the  money  necessary  to  pay  interest  either  to  the  Government  itself  or  to  the  public 
on  the  $45,000,000  debentures.  And  to  date,  $1,750,000  have  been  advanced  for  this 
purpose. 

It  will  be  observed  that  tire  first  appeal  to  the  Government  was  some  months 
before  the  war.  !No  doubt  the  stringency  of  the  money  markets  of  the  world  at  the 
time  made  it  more  difficult  than  it  otherwise  would  have  been  for  the  company  to 
sell  its  securities.  But  that  was  not  all.  There  was  a further  cause  intrinsic  to  the 
comtmny^  itself.  It  had  gone  ahead  too  fast  and  had  undertaken  various  expensive 
schemes,  which  could  not  possibly  carry  themselves  from  the  outset.  The  Canadian 
Northern  Pacific,  the  Canadian  Northern  Ontario,  and  the  Montreal  Terminal  especially 
implied  very  serious  commitments.  And  the  Prairie  system  which  was  self-supporting 
and  yielded  a profit,  was  not  sufficiently  developed  to  carry  this  weight. 

The  war,  which  at  the  outset  paralyzed  the  business  of  the  country,  and  which 
has  practically  closed  the  markets  .of  the  \vorld  to  the  issue  of  permanent  securities, 
other  than  Government  loans,  for  an  indefinite  time  to  come,  further  aggravated  the 
situation.  The  company,  when  it  ai>plied  to  the  Government  early  in  1914,  reckoned 
on  selling  its  $45,000,000  guaranteed  debentures  for  $42,000,000.  In  fact  it  has  only 
obtained  from  them  $.5t>,759,265  in  cash.  It  reckoned  that  other  ’securities  which  it 
had  to  sell  would  bring  in  $58,000,000;  hut  many  of  them  it  has  not  been  able 
to  sell.  At  present  the  company  is  living  from  hand  to  mouth,  and  is  nominally 
borrowing  from  the  Government  to  jiay  interest  on  the  Government’s  own  loans. 

Canadian  Northern  Annual  Report  for  1916. 

The  report  to  shareholders  for  the  year  ending  June  30,  1910,  appears  to  show 
that,  after  paying  working  expenses  and  fixed  charges,  the  company  has  a deficit  of 
only  $248,127.  But  this  report  does  not  disclose  the  fact  that  more  than  $5,400,000 
were  paid  for  interest  and  charged  to  capital  as  ijart  of  the  construction  cost  of  a 
system  which  was  all  but  completed. 

According  to  an  estimate  submitted  to  us  by  the  company  the  fixed  charges  for 
the  .year  ending  June  30,  1917,  will  be  $16,539,038.  Of  this  the  Dominion  and  British 
Columbia  Governments  have  undertaken-  to  pay  $1,514,507  under  certain  agreements. 
This  leaves  the  company  to  find  out  of  net  revenue  aboyt  $2,500,000  more  than  it  had 
available  this  year.  An  income  of  $2,500,000  net  implies  an  increase  of  at  least 
$9,000,000  gross.  The  company  itself  does  not  venture  to  expect  a greater  increase 
of  gross  than  $7,000,000. 

The  above  agreements  to  pay  interest  are  only  for  two  and  three  years  respectively. 
In  the  year  ending  June  30,  1920,  the  Government  contributions  will  have  fallen  to 
$627,000  and  the  following  year  they  will  have  ceased  entirely.  The  company’s  estimate 
for  the  year  ending  June  30,  1921,  is  that  they  will  then  have  fixed  charges  amounting 
to  $18,300,000.1  And  this  burden  they  will  have  to  bear  unaided.  To  carry  it  they  would 

iThis  inoliMles  the  inteirest  a.mou,nitiing  to  $i2,i2l5'n,'0i00  on  the  new  capita,!  estimated  by  the 
company  aa  necessary  to  be  spent  In  the  five  years.  This  estimate  we  regard  as  quite  inadequate. 
If  so,  the  fixed  charges  wMI  be  correspondingly  increased. 
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need  (assuming  working  expenses  at  the  very  moderate  ratio  of  7o  per  cent),  a gross 
revenue  of  $61,000,000.  We  cannot  think  it  safe  to  assume  that  any  such  result  will 
actually  be  attained. 

Canadian  Northern  Estimate  in  1914. 

Without  desiring  to  cast  any  reflection  on  the  Canadian  Xorthern  Company,  we 
think  that  those  responsible  for  its  management  have  taken,  and  still  continue  to 
take,  an  unjustifiably  sanguine  view  of  its  possibilities.  In  1914,  when  the  company 
was  applying  to  the  Dominion  Parliament  for  the  guarantee  of  $45,000,000  debentures 
to  complete  the  iiiidertaking,  it  submitted  an  estimate  for  the  three  years,  1916  to  1918, 
by  ilr.  Hanna,  vice-president  of  the  company,  on  what  was  describetl  as  “tne  very 
conservative  basis  of  the  percentage  increase  for  the  past  five  years.”  The  company 
added  that  “ inasmuch  as  a part  of  the  mileage  has  been  disconnected  and  confined  to 
a local  short-haul  business,  oiieration  as  a united  trunk  line  system  should  result  in  a 
much  greater  per  mile  revenue.” 


We  reproduce  this  estimate  below: — 


For  the  year  ending  June  30. 

1916. 

1917. 

1918. 

( iross  PivrDinps 

§ 

54.000,000 

§ 

t;i,oi»o,ooo 

G7,0<X),000 

Operating  expenses 

43. 300, 000 

40,000,000 

15,120,0i_X) 

17,700,000 

20,100,000 

Fixed  charges,  including  interest  on  securities  at  present  applied 

f"*" 

12.607,115 

11,019,615 

14,807,115 

2,512,885 

1,250,000 

3,680,385 

1,250,000 

6,202,885 

l,250,0(X) 

Less  interest  on  5 per  cent  income  debenture  stock 

1,262,880 

2,430,385 

4,042,885 

This  estimate  showed  a margin,  after  paying  $1,250,000  per  annum  on  the  5 jier 
cent  Income  Debenture  Stock,  of  $1,262,000  in  1916. 

The  estimate  was : — * 


Gross  earnings $54,000,000 

Net  earnings 15,120,000 

The  facts  have  been : — 

Gross  earnings $3i5,4T6,000 

Net  earnings 9,373,000 

And  there  has  been  a bumper  harvest  and  it  is  acknowledged  that  the  war  has 
increased  rather  than  diminished  traffic.  A further  fact  has  been  that  for  the  year 
ending  June  30,  1916,  after  passing  the  interest  of  $1,250,000  upon  the  $25,000,000 
Dicome  Debenture  Stock,  and  after  charging  against  capital  interest  to  the  amount  of 
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$5,445,389  (less  $878,166  paid  by  the  Government  under  its  guarantee)  in  respect  of 
“ lines  under  construction,”  the  company  was  still  $248,000  short  of  the  money  reqriirwl 
to  meet  its  bonded  indebtedness. 

We  apjsreciate  that  circumstances  which  could  not  have  been  foreseen  in  the 
spring  of  1914  have  arisen  to  upset  the  estimates  then  made.  The  money  was  not 
immediately  forthcoming.  The  full  amount  estimated  as  necessary  was  not  obtained, 
and  the  terms  were  more  onerous.  Prices  have  gone  up.  Labour  has  been  scarce 
and  dear.  The  expected  immigrants  have  not  come.  The  company  has  sold  its  ocean 
steamers.  The  system,  even  to-day,  is  not  in  the  condition  that  was  in  the  minds  of 
the  company’s  officers  when  the  estimates  were  made. 

But  making  all  possible  allowances,  we  think  that  those  resix>nsible  for  the 
estimates  of  1914,  upon  which  Parliament  acted,  have  incurred  very  serious  responsi- 
bility. 


Canadian  Northern  Estimate  in  1917. 


In  January  last -the  company  submitted  to  us  an  estimate  for  the  five  years, 
1917-21.  This  was  as  follows : — 


— 

Year  curling 
June  JO, 
1917. 

Year  ending 
June  30, 
1918. 

Year  ending 
June  30, 
1919. 

Year  ending 
June  30. 
1920. 

V’^ear  ending 
June  30, 
1921. 

Gro.ss  earnings 

Operating  expenses  

$ 

42,590,(100 

51,090,000 

$ 

48.185.000 

34.790.000 

$ 

55.410.000 

39.895.000 

$ 

62. 300, cot 
44,200,000 

$ 

08.460.000 

47.920.000 

11,500,000 

13, 395,' 000 

15,515,000 

18,100,000 

20,540,000 

The  estimate  submitted  to  Parliament  by  the  company  for  the  year  to  June  30, 
1917,  was: — 

Gross $61,000,000 

Net 17,700,000 


The  revised  estimate  now  submitted  to  us  by  the  company  is : — 


Gross $42,590,000 

Net 11,500,000 


The  estimate  submitted  to  Parliament  by  the  company  for  the  year  to  June  30, 
1918,  was : — 

Gross $67,000,000 

Net 20,100,000 

The  revised  estimate  now  submitted  to  us  by  the  company  is : — 

Gross $48,185,000 

Net 13,-395,000 
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We  think  the  new  estimate  made  for  us,  even  though  more  conservative  than 
the  old,  is  still  too  sanguine.  We  see  no  reason  to  think  that  the  traffic  will  increase 
at  any  such  rate  as  that  indicated.  To  assume  a growth  each  year  of  about  11  per 
cent  over  the  previous  year,  and  simultaneously  an  dperating  ratio  falling  steadily 
from  73  per  cent  to  70  per  cent,  is  only  once  more  to  invite  disillusionment. 


Comparison  with  Canadian  Pacific. 

We  think  the  following  statement  of  the  facts  of  the  last  eleven  years  of  Cana- 
dian Pacific  history  is  instructive.  The  table  shows  for  each  year  gross  and  net 
earnings  per  mile,  and  also  the  percentage  of  operating  ratio ; — 


— 

*Gros.s 

earnings. 

Net 

earnings. 

Oi>erating 

ratio. 

11106  

S 

7,026 

$ 

2,617 

2,765' 

2,312 

2,324 

3,a58 

3,548 

62" 

i;i(j7 

7,H90 

7,573 

64'9 

l‘K)8 

69  4 

1009  

7,726 

69  9 

1910  

9. 425 

64-4 

1911 

10,072 

64S 

1912 

11,453 

3,614 

64'9 

1913 

12,203 

4,068 

66  8 

1914 

10,977 

3,5s7 

67-3 

1915 

7,993 
10,024  . 

2,714 

66  0 

1916 

3,810 

670 

It  will  be  seen  that  the  gross  earnings  of  the  Canadian  Pacific  Railway  by  no 
means  show  a steady  growth.  There  can  be  no  doubt  that  the  drop  of  the  last  three 
years  refiects,  in  part  at  least,  the  effect  of  the  new  competition  of  the  Canadian 
Xorthern  and  the  Grand  Trunk  Pacific.  And  the  Canadian  Xorthern  growth  must 
equally  be  conditioned  by  the  competition  of  the  Canadian  Pacific  and  the  Grand 
Trunk.  It  will  be  seen  further  from  the  table  that  there  is  by  no  means  a steady 
growth  of  net  earnings.  Ror  can  we,  in  face  of  the  constant  increase  of  the  operating 
ratio  through  a long  series  of  years  all  over  the  American  continent,  in  view  of  the 
great  rise  in  the  cost  of  materials,  especially  coal  and  steel  rails,  and  the  insistent 
demands  for  increases  of  wages,  think  it  safe  to  assume  that  the  operating  ratio  of 
the  Canadian  Northern  will  show  a consistently  steady  decline  in  each  succeeding 
year. 


Prospective  Requirements  of  Canadian  Northern. 

The  Canadian  Northern  estimate  submitted  to  us  further  calculated  that,  in  the 
course  of  the  next  five  years,  the  company  will  need  to  spend  $12,500,000  of  new  capital 
for  additions  and  betterments,  and  $25,000,000  for  new  equipment.  We  consider  these 
estimates  entirely  inadequate,  and  especially  so  in  relation  to  the  estimate  of  90  per 

•Gross  earnings  include  receipts  from  steamships,  telegraphs  and  other  sources  not  properly 
attributabl'e  to  railway  mileage. 
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cent  increase  in  gross  receipts.  The  coinjiany  has  acknowledged  that  its  equipment  is 
inadequate  to  take  care  of  its  existing  business.  That  equipment  stands  in  the 
company’s  hooks  at  .$59,000,000.  If  the  business  were  to  increase  90  per  cent,  it  would 
seem  to  need  not  $25,000,000  hut  over  $50,000,000  spent  on  new  equipment  to  handle 
it.  Again  we  refer  to  Canadian  Pacific  Kailway  figures.  That  company  has  seven 
freight  cars  per  mile  of  line.  The  Canadian  Northern  has  three.  We  think  it  will 
need  five;  and  this  implies  an  addition  of  20,000  cars  to  the  existing  stock.  This 
alone  would  imply;  even  if  prices  dropped  to  those  current  a year  ago,  an  additional 
expenditure  of  something  like  $30,000,000.  And  the  same  thing  is  true  in  respect  of 
locomotives.  Nor  can  the  estimate  of  $12,500,000  for  additions  and  betterments, 
spread  over  a system  of  10,000  miles  during  five  years,  be  sustained,  more  especially 
in  the  ease  of  a system  that  is  only  just  emerging  from  the  construction  stage.  It 
works  out  at  $250  per  mile  i)er  annum.  It  is  imiwssible  that  the  needs  of  a rapidly 
growing  iiroperty  can  be  adequately  provided  for  at  any  such  figure. 

We  thiidc  that  $40,000,000  for  equipment,  and  perhaps  $30,000,000  for  additions 
and  betterments,  would  be  a moderate  estimate  of  the  system’s  needs  in  the  next  five 
years,  assuming  that  the  Canadian  Northern  remains  separate  and  independent. 

We  sum  up  the  Canadian  Northern  situation  as  follows:  The  Company  is  not  at 

present  able,  and  will  not  for  some  years  to  come  ha  able,  to  meet  its  fixed  charges.  It 
will,  we  doubt  not,  increase  its  net  comings  as  the  years  go  by.  But  the  increased  net 
earnings  will  be  fully  absorbed  for  some  years  to  come  by  the  interest  on  new  capital, 
which  must  be  put  in,  if  the  system  is  to  render  efficient  service.  The  company  has 
not  now,  and  as  far  as  we  can  see  will  not  have  in  the  near  future,  such  credit  as  to 
enable  it  to  raise  the  necessary  capital.  As  we  have  already  shown,  the  public  invest- 
ment. direct  and  indirect,  in  the  Canadian  Northern  system  amounts  to  $298,000,000. 
We  do  not  recommend  further  public  investment  in  the  system,  as  at  present  con- 
stituted. 

Value  of  Canadian  Northern  Undertaking. 

1.  C.\SII  INVESTMENT. 

The  property  investment  of  the  Canadian  Northern  Railway  system  is  stated  in 
the  balance  sheet  of  June  30,  191<),  at  $494,112,489.34.  This  figure  admittedly  has 
been  written  ui)  to  include  $100,000,000  of  capital  stock.  And  this  stock,  as  we  have 
alread.v  said,  was  issued  without  any  cash  consideration.  We  have  endeavoured  to 
ascertain  the  actual  cost  of  the  system.  From  the  company’s  official  reports  and  special 
statements  supplied  to  us,  we  have  ascertained  that  the  maximum  cash  investment 
that  can  have  been  made  in  the  property  is  $383,302,451.33. 

The  following  tables,  which  have  been  accepted  by  the  company  as  accurate, 
show : — - 

(i)  The  source  of  money  or  credit.  * 

(ii)  The  disposition  of  money  or  debit  items. 

(iii)  A list  of  bonds  of  constituent  companies  assumed. 
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i.  SOUJROE  OF  MONET  OR  CREDIT. 

C^sh  rea-l'ized  from  securities  sold  and  from  collateral  loans  (pp  2*0, 5-7  record).  $'30'2,7tl'3,872  6>9 


Dominion  Governmemt  loans  of  li91'4  and  Ii5,-878.r6<6  €'7 

Subsidies  (mbt  'including  subsldlas  of  prior  orgariiizartions)  (Q.  4) 28,0'0'0,22i2  6'0 

Land  sales  (Q  4) If6,'6'0'3t,'2i9'5  '6l2 

Sales  of  acquired  bonds  and  stock  (Q.  8) 618.6'06'  45 


From  Equipmerut  Trust  Securities  (Q.  4) $ 37,2I3'3,'S'71  13 

Par  value  Equipment  Trusts  issu'^ . . ..  $ 3'9,8i3'6,4'5'8  2i0' 

Now  outstanding 1‘6,S'612',500'  O'O 


Paid  from  proceeds  of  other  securities,  p.  94 $ 212,9’7i3,958  2>0 


Net  amount  from  equipment  trusts 14,2'5'9.9T2  93 

Due  'On  construotion Ii6v6i6i6'.'9l57  2l6 

Audited  vouchers  and  accounts Il,16ll,4'4i3  83 

Wages  and  salaries l.'8'32,T0'S  23 

Matured  interest  coupons  unpaid .2.16®, 597  75 

Accrued  interest  not  yet  payable 2.412>,€'7i3  30 

Accrued  taxes 2»50v00’0  00 

Insurance  fund  account i6lli6vS47  53 

Railway  .surplus '2,77(6,711  0'3 

Bondis  assumed  in  the  acquisition  of  constituent  companies 2'0,'21i5,74*6  03 


$'486a73.7'61  87 


ii.  Dl&POSITTON  OF  MONEY  OR  DEBIT  ITEMS. 

? 2t5,4il4,4'08  5(0 
3.3&'8,‘9'24  82 
7,2716,429  01 
I,44'6j0il0  67 
7.14O.9i9'0  59 
6'82,9'0'6  11 
i246,545  00 
1,12j3.39'3  55 
248,7l5'0  616 
■5.9'2t2.94'5  63 


$ '512, '871, 310  5'4 

Total  available  for  road  and  equipment..  $3'63,0Si6,7O5  30 

Bonds  assumed  in  part  payment  of  lines  pu'rchased  ( See  list  in 

table  3 following) 2i0,2tI5,74i6  03 

3813, 302, 4i51  33 


Cash  in  hand  and  at  bank 

Materials  and  supplies 

Due  from  companies  and  individuals 

Due  from  agents 

Deferred  land  pa>'ments 

Insumnce  paid  in  advance 

Unadjusted  debit  items 

Securities  (dock,  lands,  and  stock  yard  companies) 

Sinking  furwls 

Terminal  properties  and  miscellaneous  investments, 


^436vl7l3.7'61  87 


iii.  BONDS  SHOWN  AS  OUTSTANDING.  BUT  FOR  WHICH  NO  PROCEEDS  ARE 
REPORTED  AS  RECEIVED — ^PAYMENT  ASSUMED  BY  CANADIAN 
NORTIIBRN  RAILWAY  AS  PART  OP  PURCHASE 

Qu'A.L.L.  & ,S.  Ry.  & S.B.  Co.,  '4  per  cent  1st  Mtg.  Debenture 

Stock $ 5;0'51,4‘6'2  30 

Less  in  Treasury 31,781  8*0 

10 
00 
00 
OO 
93 
O'O 
00 
OO 
O'O 


$ 5,'0tl9v681 


Central  Ontario  Railway,  3 ‘.per  cent  1st  Mtg.  Bonds O'SOi.SOO 

Bay  of  Quinite  Railway,  3 per  cent  1st  Mt;g.  Bonds 83(0,000 

Gt.  No.  Railway  of  Cl^anadia,  4 per  cent  ,1st  Mtg.  Bonds 3,505/730' 

Quebec  & Lake  St.  John  RailTvay,  4 per  cent  Mtg.  Deb.  Stock 4,33O,01’4 

•Duluth,  Rainy  Lk.  & W.  Raa.lway,  '5  per  cent  1st  Mltg.  Bonds 2v'0'0'0,000' 

Halifax  & Southwestern,  3i  per  cent  1st  Mtg.  Bonds 4,447, OO’O 

•Minnesota  & Manitoba  Railway,  4 per  cent  1st  Mtg.  Bondis 3i4'9v0'00' 

Niagara  St.  C.  & T.  Railway,  5 per  cent  1st  Mtg.  Bond® 1,098,000 


$ 22;5‘6'4,746  03 

•Less  bonds  on  leased  Jines  not  included  in  Funded  Debt — 

Duluth,  Rainy  Lake  and  Winnipeg  Railway $ 2,0’0'0,0'00  00 

Mimiffsota  and  Manitoba  Raiiwway.. 34l9,'0i0‘0' 00 

2,3>49;0'0'0'  00 


$ 2'0,i215,7'4'6‘  0-3 
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From  this  total  maximum  of  $.583, 302, 451  we  dediiot  the  following  items,  which 
the  company  has  included  in  cost  of  road  and  equipment,  but  which  do  not  represent 
investment  in  pi’operty: — - 

1.  Advances  to  controlled  companies  to  pay  indebtedness  for 


interest  subsequent  to  construction  and  operating  deficits  which 
were  capitalized  when  the  system  was  put  together,  not  less  than.  . $10,000,001) 

2.  Interest  during  1916  overcharged  to  construction,  not 
less  than 3,000,000 


$13,000,000 

Leaving  for  investment  in  road  and  equipment  and  in 
securities  of  constituent  and  subsidiary  companies 370,302,451 

We  find  then  $370,000,000  to  be  the  maximum  possible  cost  of  the  Canadian 
Northern  system  as  at  present  existing.  In  other  words,  as  indeed  is  frankly 
admitted  by  Canadian  Northern  witnesses,  the  Canadian  Northern  shares  represent 
no  cash  investment. 

2.  PHYSICAL  BASIS. 

But  money  cost  is  not  all.  We  decided  also  to  ascertain  the  approximate  value, 
on  the  basis  of  reisroduction  cost,  of  the  property  as  it  exists  to-day.  And  we  rely 
on  Professor  Swain’s  valuation  for  this  purpose.  This  valuation  is,  in  his  opinion, 
a liberal  estimate  of  the  fair  cost  of  reproducing  new,  at  pre-war  prices  of  labour 
and  material,  the  system  at  present  existing.  It  includes  jiroperty  belonging  to  the 
system  at  its  estimated  cost,  if  it  had  to  be  acquired  or  constructed  to-day.  And 
therefore  it  not  only  gives  the  company  credit  for  lands  which  it  in  fact  owns,  even 
though  it  obtained  them  as  a grant;  but  it  also  credits  the  company  with  the  incre- 
ment of  land  values  since  the  date  of  the  original  acquisition.  And  these  two  items 
are  quite  large. 

Professor  Sw’ain’s  method  of  arriving  at  his  results  are  fully  explained  in  his 
report,  which  is  printed  as  an  appendix  hereto.  He  makes  the  total  cost  of  reproduction 
new,  $3 9 7, 441,. 567.  From  this  he  deducts  for  depreciation  .$40,631,889,  making  the  cost 
of  reproduction  of  the  property  in  its  present  condition  $367,409,678.  This,  how- 
ever, does  not  include  eijuipment.  The  equipment  was  inspected  by  Mr.  Buchanan  and, 
on  the  basis  of  his  report  as  to  quantities  and  condition,  a valuation  has  been  made  by 
Mr.  W.  II.  Chadbourn,  C.E.,  chief  engineer  of  our  valuation  stafF.  lie  finds  the  cost  of 
reproduction  new  at  pre-war  prices  to  be  $56,590,418,  and  the  depreciation  to  be 
$11,250,433,  making  the  present  value  $45,339,9)85.  Putting  the  two  valuations 
together,  we  have  $402,749,663  as  the  fair  cost  of  reproducing  the  entire  physical  Can- 
adian Northern  system  in  its  present  condition.  Now  the  outstanding  liabilities  (bonds, 
debentures,  notes,  and  bank  and  other  loans)  of  the  company  exceed  $100,000,000. 

Beckoning  on  this  basis,  it  appears  that  the  liabilities  are  practically  equal  to  the 
reproduction  cost'  of  the  physical  property.  .But  the  physical  property  does  not  all 
belong  to  the  Canadian  Northern  shareholders.  There  are  minority  holdings  in  several 
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of  the  subsidiary  undertakings.  And  the  Canadian  Northern  interest  in  these  under- 
takings only  corresponds  to  its  percentage  proportion  of  their  respective  share  capitals. 
This  implies  a reduction  of  more  than  $10,000,000  in  the  estimate  of  the  assets  belong- 
ing to  the  Canadian  Korthern  shareholders. 

We  find  then  that,  on  the  physical  basis,  the  value  of  the  property  of  the  Canadian 
rSTorthern  shareholders  is  distinctly  less  than  the  amount  of  the  liabilities  against  it. 
On  this  basis  the  equity  of  the  shareholders  must  be  regarded  as  non-existent. 

3.  GOING  CONCERNS. 

A third  basis  of  estimate  is  the  value  of  the  property  for  sale  as  a going  concern. 
A purchaser  would  not  consider  either  original  cost  or  reproduction  cost  as  of  much 
importance.  The  price  he  would  pay  would  be  based  on  earning  power,  present  and 
potential.  On  this  basis  he  would  consider  how  far  the  Canadian  Northern  is  at  present 
short  of  covering  its  fixed  charges,  how  long  it  will  take  to  reach  equilibrium,  how  much 
new  capital  will  have  to  be  spent,  how  soon  a dividend  may  be  expected  and  at  what 
rate.  Calculating  on  this  basis,  in  the  light  of  the  figures  set  out  above,  it  is  evident 
that  no  purchaser  would  offer  for  the  property  a sum  amounting  to  the  total  of  its 
liabilities. 

Conclusion  as  to  Canadian  Northern. 

We  conclude,  therefore,  that  the  shareholders  of  the  company  have  no  equity  either 
on  the  ground  of  cash  put  in,  or  on  the  ground  of  physical  reproduction  cost,  or  on  the 
ground  of  the  saleable  value  of  their  property  as  a going  concern.  If,  then,  the  people 
of  Canada  have  alread.v  found,  or  assumed  responsibility  for,  the  bulk  of  the  capital;  if 
they  must  needs  find  what  further  capital  is  required ; and  if  they  must  make  up  for 
some  years  to  come  considerable  deficits  in  net  earnings,  it  seems  logically  to  follow 
that  the  people  of  Canada  should  assume  control  of  the  property.  We  return  later  to 
the  Canadian  Northern  Company  in  order  to  set  out  our  recommendations  as  to  its 
ownership  and  management  in  the  future  and  as  to  the  terms  to  be  offered  to  the 
existing  shareholders. 


PART  IV. 

POSSIBLE  METHODS  OF  PUBLIC  CONTEOL 

We  recommend  that  the  control  of  the  three  companies.  Grand  Trunk,  Grand 
Trunk  Pacific  and  the  Canadian  Northern  be  assumed  by  the  people  of  Canada.  We 
have  therefore  now  to  consider  how  this  control  should  be  exercised. 

Government  Operation  Discussed  and  Rejected. 

We  are  instructed  to  consider  the  acquisition  of  the  Canadian  railways  by  the 
State,  and  the  possibility  of  their  operation  in  connection  with  the  Intercolonial. 
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We  do  not  recommend  this  course.  In  our  judgment  it  is  not  in  the  interests  of 
Canada  that  the  operation  of  its  railways  sliould  be  in  the  hands  of  the  Government. 
We  know  no  country  in  the  world,  where  a democratic  State  owns  and  operates  its 
railways,  in  which  politics  have  not  injuriously  affected  the  management  of  the 
railways  and  the  railways  have  not  had  an  injurious  influence  on  politics.  We  do 
not  think  Government  ownership  of  the  Canadian  railways  would  tend  to  reduction 
of  rates,  but  rather  in  the  contrary  direction.  For  the  carriage  of  one  ton  of  freight 
one  mile  the  Canadian  shipi>er  pays  at  present  on  the  average  three-fourths  of  one 
cent.  On  the  railways  of  New  South  Wales,  the  oldest  and  most  important  Aus- 
tralian State,  where  the  railways  have  been  in  Government  hands  from  the  outset, 
the  shipper  pays  well  over  two  cents.  But  we  see  no  cause  to  enlarge  here  on  such 
general  considerations.  There  are  several  reasons  peculiar  to  Canadian  conditions 
why  State  ownership  and  operation  should  be  avoided. 


The  Canadian  Pacific  Position. 

We  think  that,  if  the  State  took  over  and  undertook  to  operate  the  Grand  Trunk, 
the  Grand  Trunk  Pacific  and  the  Canadian  Northern,  it  would  be  morally  bound 
to  offer  to  purchase  the  Canadian  Pacific  also.  This  company  is  in  a strong 
financial  position ; it  has  assets  of  great  present  and  even  greater  potential  value, 
largely  exceeding  its  liabilities;  its  $260,000,000  of  conunon  stock  stand  at  a high 
premium,  and  have  been  very  much  higher;  it  pays  a steady  dividend  of  10  per  cent; 
its  purchase  would  be  a costly  matter;  and  it  does  not  ask  to  be  purchased  or  to  he 
helped  in  any  other  way.  The  company  is  admittedly  progressive  and  gives  a good 
public  service.  Moreover,  it  has  a large  investment  in  ocean  steamships,  irrigation, 
land  and  coal  development  schemes;  and  other  enterprises  quite  unsuited  for  Govern- 
ment management.  But  the  Canadian  Pacific  Railway  is  exposed  throughout  its 
whole  territory  to  the  competition  of  either  one  or  botli  of  the  other  systems.  So 
long  as  that  competition  is  in  the  hand's  of  other  organizations,  also  having  to  earn 
the  interest  on  their  bonds  and  striving  to  earn  a dividend  on  their  stocks,  the 
Canadian  Pacific  Railway  has  no  cause  for  complaint.  But  competition  with  railways 
operated  by  the  Government  stands  on  an  entirely  different  footing.  It  would 
be  at  any  time  possible  for  tbe  Government  deliberately  to  adopt  a policy  of  lowering 
rates,  in  some  part  or  throughout  the  territory  involved,  below  a commercial  basis, 
and  making  up  the  deficiency  out  of  general  taxation.  It  might  be  argued  that  such 
a policy  was  justifiable  on  the  ground  that  the  general  prosperity  and  development 
of  the  country  would  be  thereby  promoted.  But  while  conceivably  it  might  be  proper 
to  tax  the  public  to  develop  the  country,  though  in  fact  it  would  not  be  the  whole 
public  but  only  certain  portions  of  it  that  woidd  benefit,  it  could  not  iKDSsibly  be  fair 
to  impose  a special  tax  upon  the  Canadian  Pacific  Railway  shareholders  for  the 
purpose.  And  yet  it  is  evident  that  this  would  in  fact  happen.  The  Canadian 
Pacific  Railway  would  be  absolutely  forced  to  follow  any  rate  reduction  made  by  the 
Government  railways,  on  pain  of  losing  the  business  entirely. 
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Further  Reasons  against  Government  Operation. 

Another  strong  argument  against  Government  operation  is  to  be  found  in  the 
fact  that  the  three  great  Canadian  companies  amongst  them  either  own,  lease,  or 
control  no  less  than  7,000  miles  of  railway  situated  in  the  United  States.  And  some 
at  least  of  these  lines  are  necessary  economic  complements  of  the  Canadian  systems. 
It  is  clearly  impossible  that  the  Dominion  Government  should  be  subjected,  not  only 
to  the  regulating  authority  of  the  Interstate  Commerce  Commission  and  the  several 
State  Railway  Commissions  of  the  United  States,  but  also  to  the  police  regulations  of 
all  the  States  which  these  lines  enter.  Technically,  no  doubt  the  difficulty  could  be  got 
over  by  investing  the  legal  ownersliip  in  Government  officials  under  their  own  names 
as  trustees  for  the  Government.  Rut  the  practical  fact  would  remain.  It  would  in 
effect  be  the  Canadian  Government  which  would  be  ordered  by  the  United  States 
Interstate  and  State  Commissions  to  alter  its  rates,  and  Canadian  Government  officials 
who  would  be  required  by  United  States  law  courts  to  explain  their  actions  and 
justify  their  conduct.  We  cannot  think  that  such  a situation  would  conduce  to  inter- 
national harmony. 

A yet  more  important  consideration  remains.  Canada  is  at  w'ar,  and  Canadian 
resources  are  deeply  pledged  for  war  purposes.  If  the  Government  tunes  over  the  rail- 
ways, not  only  does  it  a.ssume  the  direct  responsibility  for  the  whole  existing  debt;  but 
all  the  new  money  that  has  to  be  raised  (and  as  will  be  shown  in  a later  portion  of  this 
report,  the  amount  of  this  new  money  must  necessarily  be  considerable  within  the  next 
few  years)  will  becorne  a direct  obligation  of  the  Canadian  Government.  It  is  a matter 
of  common  knowledge  that  railway  bonds  and  Government  loans  appeal  to  different 
classes.  And  we  are  jiersuaded  that  it  is  desirable  that  Canada  should  retain  both 
strings  to  her  bow. 

For  all  these  reasons  our  recommendation  is  that  the  idea  of  Government  owner- 
ship and  operation  be  not  entertained. 


Receivership  Discussed  and  Rejected. 

Starting  then  from  this  position,  we  have  to  consider  what  alternative  course  is  to 
be  adopted.  It  is  clear  that  neither  the  Canadian  Xorthern  nor  the  Grand  Trunk  can 
at  the  present  moment  meet  its  liabilities.  In  the  United  States  when  a company  is 
in  this  position  it  is  jdaced  in  the  hands  of  a receiver.  And  at  this  moment  upwards 
of  40,000  miles  of  line  are  in  that  situation.  Under  a receivership  the  holders  of 
the  junior  securities  have  to  submit  to  compound  their  claim,  and  the  fixed  charges  are 
reduced  to  an  amount  that  the  net  revenue  from  operation  suffices  to  meet.  Ought  this 
drastic  course  to  be  adopted  here?  We  think  not.  We  think  the  security  holders  of  the 
companies  have  to  some  extent  a moral  claim  on  the  Government.  Their  schemes  of 
extension  have  been  matters  of  public  knowledge  for  many  years.  So  far  from  discour- 
aging them,  the  Governments,  both  of  the  Dominion  and  of  the  Provinces,  have  by 
subsidy  and  by  guarantee,  by  loans  and  cash  advances,  encouraged  them  to  go  on. 

But  there  is  more  than  this.  The  l)onds  and  debentures  of  the  Grand  Trunk  Pacific 
and  Canadian  Northern  have  been  placed  in  the  main  through  London  with  non- 


RAILWAY  INQUIRY  COMMISSION 


xlvii 


SESSIONAL  PAPER  No.  20g 

Canadian  holders.  And  these  holders  in  subscrihing  have  unquestionably  been 
influenced  by  the  fact  that  the  comj)anies  were  l)ached  by  the  Canadian  Government. 
Technically,  of  course,  the  Government  has  no  responsibility  beyond  that  of  meeting  its 
own  guarantees.  But  if  the  two  companies  went  into  the  hands  of  receivers,  we  cannot 
doubt  that  investors  outside  Canada  would  belicA'e,  however  erroneously,  that  the 
Dominion  Government  had  treated  them  badly,  and  that  the  result  would  be  serious 
injury  to  the  credit  of  the  Canadian  Government,  and  indeed  of  all  Canadian  enter- 
prise.s.  And  this  result  is  one  that,  putting  it  on  pecuniary  grounds  alone,  the  Canadian 
people  should  in  their  own  interest  spend  a good  deal  of  money  to  avoid.  We  therefore 
consider  that  Canada  should  assume  the  responsibility  of  seeing  that  the  interest  on 
these  securities  is  met. 

This  responsibility  is  in  our  opinion  unavoidable.  But  we  recognize  that  it  is 
serious.  Tt  will  involve  considerable  financial  aid  for  some  years.  How  many  we  will 
not  estimate,  as  it  depends  in  the  main  on  the  rate  at  which  Canada  develops.  And  that 
rate  no  one  can  venture  to  foretell.  We  ought  to  xjoint  out,  however,  that  the  rate  at 
which  the  Canadian  Pacific  jirogressed,  when  it  was  the  only  transcontinental 
line,  cannot  reasonably  be  taken  as  a standard  of  the  probable  rate  of  progre.ss  of  two 
new  transcontinental  systems,  competing,  not  oidy  with  each  other,  but  with  the  rich 
and  firmly  established  Canadian  Pacific  itself. 


Transfer  to  a New  Body  Eecominended. 

We  have  recommended  then  that  the  control  of  the  three  comxjanies,  Canadian 
Northern,  Grand  Trunk,  and  Grand  Trunk  Pacific  pass  into  other  hands;  that  the 
rights  of  the  creditors  of  all  three  comijanies  be  preserved  intact;  but  that  the  rail- 
ways of  the  three  companies  be  not  handed  over  to,  or  operated  by,  the  Government. 
It  is  necessary,  therefore,  to  fin<l  some  new  body  or  bodies  to  whom  they  can  be 
transferred.  We  think  the  question,  whether  there  should  be  one  body  or  more,  is 
answered  by  the  facts  that  we  have  already  recited.  The  Canadian  Northern  is  weak 
in  the  East.  The  Grand  Trunk,  with  the  inadequate  Prairie  branches  of  the  Grand 
Trunk  Pacific,  would  be  almost  powerless  to  compete  in  the  West  with  the  Canadian 
Northern  and  the  Canadian  Pacific.  The  natural  tendency  of  the  Grand  Trunk  and 
Canadian  Northern  organizations,  if  left  separate,  would  be  for  each  to  invade  the 
territory  of  the  other.  Kcmainiiig  separate,  the  Canadian  Northern  system  would 
need  to  spend  npuiy  millions  of  dollars  to  obtain  an  adequate  hold  on  the  East  in 
competition  with  the  Canadian  Pacific  and  Grand  Trunk.  Remaining 
separate,  the  Grand  Trunk  and  Grand  Trunk  Pacific  system  would  need  to  spend 
many  millions  of  dollars  on  new  branches  in  the  West,  in  order  to  hold  its  own  wdth 
the  Canadian  Pacific  and  the  Canadian  Northern.  And  this  money  would 
he  needed  at  once,  for  till  it  was  spent  neither  organization  would  possess  a complete 
system.  Canada  cannot  afford  all  these  neav  railways,  and  does  not  need  three  eom- 
jietitive  systems.  We  recommend  therefore  that  the  three  undertakings,  the  Cana- 
dian Northern,  the  Grand  Trunk,  and  the  Grand  Trunk  Pacific  be  united  in  one 
system.  To  whom  then  should  its  management  be  entrusted? 
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Suggested  Transfer  of  all  the  Railways  to  Canadian  Pacific  Discussed. 

One  possible  solution  -which  has  been  submitted  to  us  -we  will  deal  with  at  the 
outset.  For,  though  we  are  unable  to  recommend  its  adojition,  it  has  very  influential 
support.  This  suggestion  takes  two  forms.  The  one  is  that  the  Canadian  Pacific 
Company  should,  by  lease  or  purchase,  obtain  control  of  the  other  roads  and  operate 
the  whole  Canadian  railway  system  as  partner  with  the  Government,  on  terms  to  be 
arranged.  The  other  is  that  the  Government  should  itself  acquire  all  the  roads, 
including  the  Canadian  Pacific  Railway,  and  employ  the  organization  of  that  com- 
pany as  a basis  on  which  to  build  up  the  organization  of  the  greater  system.  The 
first  alternative  is  specially  stipported  from  the  financial  side.  And  indeed,  were 
financial  considerations  controlling  in  this  matter,  -we  do  not  deny  that  a very  strong 
case  could  be  made  for  it.  The  second  alternative  commends  itself  more  especially 
to  those  who  feel  that  the  Government  is  already  involved  so  deeply  in  railway  enter- 
prise that  it  cannot  call  a halt,  and  must  go  the  whole  length.  We  are  not  prepared 
to  agree  with  either  party.  We  do  not  think  that  a railway  monopoly  is  desirable, 
either  in  the  hands  of  a company,  or  in  the  hands  of  the  State.  We  are  convinced 
that  the  lieople  of  Canada  who  have  spent  or  guaranteed — whether  wisely  or  not,  is 
not  now  the  question — hundreds  of  millions  of  dollars,  largely  with  the  object  of 
breaking  a private  monopoly,  would,  never  consent  to  the  re-establishment  of  a still 
greater  monopoly,  even  if  the  Government  were 'a  partner  in  the  concern.  We  do 
not  think  that  there  is  any  necessity  for  the  State  to  go  further  than  it  has  already 
gone  in  the  direction  of  Government  operation.  We  recognize  that  the  Government 
occupies  in  respect  of  the  Canadian  Xorthern  and  Grand  Trunk  Pacific  roads,  very 
much  the  position  of  a mortgagee  whose  mortgagor  is  in  default.  But  we  do  not 
think  that  the  Government,  as  a Government,  need  enter  into  possession.  We  think 
a scheme  may  be  worked  out  whereby  Canada  will  have  two  great  systems,  both  with 
substantially  similar  management,  operating  alongside  in  healthy  rivalry  from  ocean 
to  ocean. 


Suggested  Transfer  of  the  Whole  or  a Portion  of  Canadian  Northern  to  Canadian 

Pacific  Discussed. 

Another  suggestion  has  been  made  which  we  will  deal  with  here.  In  our  judgment 
it  has  even  less  to  recommend  it.  It  is  suggested  that  the  lines  of  the  Canadian 
Northern  should  be  handed  over  to  the  Canadian  Pacific  Railway,  on  terms  to  he 
arranged.  We  can  see  no  ijossible  advantage  to  the  country  in  this  proposal.  It  would 
hand  over  the  lines  with  the  best  prospect  of  development  to  the  Canadian  Pacific  Rail- 
way. It  would  re-establish  what  would  be  a practical  monopoly  iji  the  Prairie  Provinces. 
It  would  leave  the  country  to  carry  the  burden,  for  an  indefinite  time  to  come,  of  the 
Grand  Trunk  Pacific,  -n-hieh  in  its  present  isolated  position  has  little  hope  of  prosirerous 
development.  And  it  would  lead  before  long  to  an  inevitable  result.  For  the  sake  both 
of  giving  the  Grand  Trunk  Pacific  system  a fair  chance  to  develop,  and  in  order  to 
break  down  once  more  the  re-established  monopoly  of  the  Canadian  Pacific  Railway, 
pressure  would  be  put  on  the  Government  to  obtain  a wholesale  extension  of  the  Grand 
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Trunk  Pacific  branch  lines,  for  which  there  is  no  conmiereial  justification.  Capital 
would  be  wasted,  operating  expenses  would  be  duplicated,  and  the  ultimate  solvency 
of  the  publicly  ovuied  lines  would  be  indefinitely  postponed. 

For  the  suggestion  which  has  also  been  made,  that  the  Canadian  Pacific  Railw’ay 
be  invited  to  take  over  the  western  portion  of  the  Canadian  Northern  only,  there  is  in 
our  judgment  still  less,  if  that  be  possible,  to  be  said  than  for  the  suggestion  that  the 
Canadian  Pacific  Railway  take  over  the  whole.  It  has  all  the  disadvantages  of  the 
former  proposal.  And  it  has  this  further  disadvantage.  The  eastern  lines  of  the  Cana- 
dian Northern  have  not  any  very  hopeful  outlook  even  under  present  conditions. 
If  they  cease  to  be  the  complement  of  the  Canadian  Northern  prairie  lines,  they  have 
no  justification  for  existence  whatever.  And  yet  it  is  proposed  to  leave  the  country  tp 
carry  the  burden  of  them. 

Possibility  of  Forming  a Commercial  Company  Discussed. 

Assuming,  then,  that  the  Canadian  Northern,  Grand  Trunk,  and  Grand  Trunk 
Pacific  must  be  united  into  one  system,  and  that  this  system  must  remain  entirely 
separate  from  the  Canadian  Pacific  Railway,  we  have  considered  the  possibility  of 
forming  a new'  company  on  a commercial  basis,  to  which  the  operation  of  these  three 
undertakings  might  be  transferred.  We  have  come  to  the  conclusion  that  this  course 
is  not  feasible  under  the  circumstances,  as  they  at  present  exist. 


THE  MEXIC.'VN  PRECEDENT. 

We  have  considered  what  is  commonly  known  as  the  Mexican  scheme.  Under 
this  scheme,  which  was  originated  by  Senor  Limantour,  the  very  able  Finance  ^linis- 
ter  of  the  Uiaz  Government,  the  Government,  in  return  for  the  guarantee  of  certain 
bonds  and  the  payment  of  a nominal  amount  of  cash,  acquired  possession  of  a suffi- 
cient amount  of  deferred  ordinary  stock  of  the  principal  railway  companies,  on  which 
no  dividend  was  likely  to  be  earned  in  the  immediate  future,  to  give  them  control  of 
the  election  of  the  Boards  of  Directors,  and  therefore  indirectly  control  of  the  policy 
of  the  companies.  Similar  partnerships  between  the  public  authorities  and  private 
companies  have  in  recent  years  become  common  in  the  great  Gorman  cities  for  the 
establishment  and  operation  of  gas,  electric,  and  street  railway  undertakings.  The 
Mexican  scheme  is  understood  to  have  worked  very  successfully,  so  long  as  Mexico 
remained  an  organized  community.  We  do  not  think  it  applicable  to  Canada,  where 
the  conditions  are  entirely  different.  In  Mexico  the  bulk  of  the  money  had  been  raised 
by  the  companies  on  their  own  responsibility ; there  was  no  question  of  defaulting  on 
fixed  charges;  the  systems  were  practically  complete;  and  no  large  amounts  of  new 
capital  were  required.  In  Canada  the  bulk  of  the  money  has  been  raised  on  the 
responsibility  of  the  Government;  the  companies  cannot  meet  their  fixed  charges; 
the  systems  are  far  from  complete;  and  much  new  capital  will  have  to  be  provided, 
which  can  not  be  raised  by  the  companies  on  their  own  credit.  We  cannot  therefore 
recommend  that  the  Mexican  precedent  be  followed. 
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THE  NEW  TORN  SUBWAY  PRECEDENT. 

There  is  a precedent  in  the  New  York  Subways  for  a scheme  under  which  the 
railway  is  constructed  and  owned  by  the  public  authority,  and  its  operation  is  entrusted 
to  a company,  which  finds  capital  to  an  amount  representing  the  value  of  the  equip- 
ment, and  takes  a lease  for  a period  of  years,  upon  terms  that  the  company  receives  a 
return  of  five  or  six  per  cent,  as  a first  charge  on  the  profits,  while  profits  beyond 
that  figure  are  divided  in  agreed  proportions  between  the  company  and  the  public 
authority.  The  New  York  partnership  scheme,  however,  has  reference  to  an  under- 
taking with  every  prospect  of  making  a substantial  return  on  the  capital  involved 
from  the  outset.  There  is  no  such  prospect  here.  We  have  to  contemplate  a condition 
of  affairs  in  which,  for  a good  many  years  to  come,  the  operation  will  not  yield  g 
commercial  return  on  the  capital  already  invested.  A promise  of  the  whole  return, 
therefore,  would  not  temiJt  the  outside  capitalist;  still  less  would  the  offer  of  a 
portion  of  it.  To  induce  outside  capital  to  come  in  and  share  the  risk,  it  would  be 
necessary  for  the  Government  to  guarantee  a return  upon  it  of  not  less  than  4J  per 
cent  or  5 per  cent  forthwith,  and  to  offer  a prospect  of  partnership  in  the  valuable 
reversion  later  on.  And  seeing  that,  with  the  guarantee  of  the  Government  of  Can- 
ada behind  it,  all  the  money  requisite  could  be  borrowed  at  5 per  cent  without  any 
reversion,  the  offer  of  a reversion  would  be,  in  effect,  to  deprive  the  people  of  Canada 
of  a portion  of  the  return  when  they  have  earned  the  right  to  receive  the  whole. 

Further,  we  have  no  reason  to  think  that  such  an  offer,  even  if  made,  would 
attract  the  necessary  capital.  The  speculative  investor  likes  to  see  his  profit  in  the 
near  future.  In  this  case  he  would  have  to  wait  a good  many  j'ears  before  he  could 
expect  any  return  on  his  money  beyond  his  fixed  4J  or  5 per  cent.  Under  present 
market  conditions,  an  investor,  prepared  to  take  some  risk,  can  do  much  better  for 
himself  than  this. 


Canadian  Railways  should  be  under  Canadian  Control. 

There  is  yet  another  reason  why  we  do  not  think  that,  even  if  it  were  possible, 
any  attempt  should  be  made  to  form  a new  company,  either  on  the  Mexican  or  on 
the  New  York  Subway  model.  Such  a company  could  not  be  Canadian.  The  capital 
would  have  to  be  found  elsewhere.  And  the  control  would  follow  the  capital.  We 
think  Canadian  railways  should  be  under  Canadian  management. 
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PART  V. 

THE  DOMINION  KAILWAY  COMPANY. 

Government  Operation  not  Eecommended. 

Having  then  arrived  at  the  conclusion  that  the  transfer  of  the  three  undertakings 
to  a commercial  company  is  not  feasible,  we  recommend  that  they  be  handed  over  to 
a board  of  trustees  to  control  and  manage  on  behalf  of,  and  on  account  of,  the  people 
of  Canada.  The  trustees  should  be  organized  as  a company  with  a nominal  capital. 
But  in  efieet  they  would  be  a public  authority. 

Before  going  further  we  desire  to  make  a fundamental  point  clear.  We  express 
the  conclusion  to  which  we  have  come  both  in  negative  and  positive  forms.  We 
rcommend : — 

1.  That  the  Government  do  not  acquire  or  undertake  to  operate  any  further 
railways;  but: 

2.  That  these  three  railways,  Canadian  Northern,  Grand  Trunk,  and  Grand 
Trunk  Pacific,  be  teansferred  by  Act  of  Parliament  to  an  independent  Board  of 
Trustees  (incorporated  as  a company),  constituted  as  we  shall  hereafter  describe. 

These  recommendations,  from  our  point  of  view,  hang  together  and  must  be 
regarded  as  inseparable.  We  do  not  recommend  the  transfer  of  the  three  companies  at 
all,  unless  our  recommendations  as  to  the  method  to  be  followed  are  also  substantially 
accepted.  That  the  Government  should  itself  take  over  the  railways,  and  they  should 
then  be  operated  under  the  control  of  a Parliamentary  Minister  of  Railways,  is  a policy 
which  in  our  judgment  would  not  he  in  the  best  interest  of  Canada. 

Our  personal  belief  is  strong  that,  in  normal  circumstances,  railway  enterprise  is 
a matter  best  left  in  private  hands,  subject  to  proper  regulation  by  the  Government. 
Were  we  asked  to  advise  in  the  case  of  the  railways  of  the  United  Kingdom  or  the  United 
States,  which  have  been  constructed  l>y  private  companies,  with  money  found  by  private 
investors,  we  should  give  effect  to  this  belief.  We  go  further  and  consider  that,  in  the 
case  of  the  Canadian  Pacific  Railway,  as  to  which  the  Government  does  instruct  us  to 
advise,  the  fact  that  it  received  large  help  from  public  sources  in  its  early  days,  is  not 
any  reason  why  the  existing 'status  of  the  company  should  now  be  disturbed.  This  com- 
pany has  carried  out  its  bargain.  It  has  repaid  to  the  Government  large  advances  made 
in  earlier  years.  We  believe  that  Canada  has  had  good  value  for  what  it  has  given. 
We  think  that  it  is  in  the  interest  of  the  country  that  this  company  should  be  rich  and 
prosperous,  for  such  companies  can  bo  expected,  not  only  to  give  the  best  service,  but  to 
he  best  able  to  provide  in  time  to  meet  new  developments  as  they  arise.  We  have  had 
no  hesitation,  therefore,  in  coming  to  the  conclusion  that  the  status  of  the  Canadian 
Pacific  Railway  should  be  left  undisturbed. 

But  in  the  case  of  the  Canadian  Northern,  the  Grand  Trunk  and  the  Grand  Trunk 
Pacific  the  circumstances  are  not  normal.  These  companies  have  broken  down.  We 
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see  no  way  to  organize  new  companies  to  take  their  place.  Their  only  possible  suc- 
cessor is  in  our  view  a public  authority.  \ye  are  confronted  with  a condition  and  not 
a theory. 


Kecommendation  of  Independent  Board  of  Trustees. 

Our  formal  recommendations  are: — 

I.  That  a Board  of  Trustees  be  constituted  by  Act  of  Parliament  and  incorporated 
as  “ The  Dominion  Railway  Company.” 

II.  That  the  ownership  of  the  Canadian  Aorthem,  Grand  Trunk,  and  Grand 
Trunk  Pacific  Railways  he  vested  in  this  Company. 

III.  That  the  Government  assume  responsibility  to  the  Company  for  the  interest 
on  the  existing  securities  of  these  undertakings. 

IV.  That  the  Intercolonial  (including  the  Prince  Edward  Island)  and  Xational 
Transcontinental  Railways  be  also  handed  over  by  the  Government  to  the  Company. 

V.  That  the  whole  of  these  railways,  the  Canadian  Northern,  the  Grand  Trunk, 
the  Grand  Trunk  Pacific,  the  Intercolonial,  and  the  National  Transcontinental,  be 
operated  by  the  Company  as  one  united  system. 


Constitution  of  Board,  and  Tenure  of  Office. 

We  now  proceed  to  set  out  these  recommendations  in  more  detail. 

The  Trustees  should  be  five  in  number.  The  first  Trustees  shoidd  be  named  in 
the  Act  of  Parliament  constituting  the  Board. 

The  tenure  of  office  should  be  the  same  as  that  of  judges  of  the  Supreme  Court, 
with  the  exceptions  hereafter  noted.  Three  Trustees,  one  of  whom  should  be  the 
chairman,  should,  if  possible,  be  men  of  railway  experience.  They  should  ibe  required 
to  give  their  whole  time  to  their  duties,  and  salaries  should  be  fixed  adequate  to  com- 
mand the  services  of  the  best  men.  Of  the  two  remaining  Trustees,  we  think  it  would 
be  desirable  that  one  should  be  selected  on  the  gro'und  of  business  and  financial 
experience,  and  the  other  as  specially  possessing  the  confidence  of  railway  employees. 
They  should  not  be  expected  to  give  their  .whole  time.  Their  maximum  salary  might 
be  laid  down  in  the  Act.  to  be  adjusted  later  when  the  requirements  of  the  position 
became  evident.  Every  Trustee  on  appointment  should  be  required  to  divest  him- 
self of  all  interest  in  Canadian  railway  bonds  or  stock,  and  should  further  satisfy 
the  appointing  authority  that  he  has  no  other  interest  that  conflicts  with  his  duties 
as  Trustee. 

All  appointments  other  than  those  of  the  original  Trustees  should  be  for  a fixed 
period  of  seven  years,  except  that  in  the  case  of  a casual  vacancy,  owing  to  death 
or  disability  or  resignation,  the  appointee  should  hold  office  only  for  the  remainder 
of  the  term  for  which  the  Trustee  whom  he  replaces  was  appointed. 

Every  Trustee  should  be  eligible  for  renomination  and  reappointment. 

Vacancies  should  be  filled,  in  the  case  of  a railway  member,  by  appointment  by 
the  Governor  General  in  Council,  on  the  nomination  of  a majority  of  the  remaining 
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Trustees;  and  in  the  case  of  other  members,  by  appointment  from  a list  of  three 
names,  similarly  nominated.  Should  the  Government  refuse  to  approve  a nomination, 
it  should  devolve  upon  the  Trustees  to  submit  a new  name. 

The  original  Trustees  should  vacate  their  i)ositions  according  to  the  following 
scheme:  The  three  railway  Trustees  should  retire  after  three,  five,  and  seven  years, 

respectively;  the  order  of  retirement  amongst  the  three  being  determined  at  the  date 
of  the  Trustees’  assumption  of  office.  The  two  remaining  Trustees  should  retire  after 
four  and  six  years,  respectively;  their  relative  position  between  themselves  being 
similarly  determined. 

Every  Trustee  should  retire  on  attaining  the  age  of  seventy  years. 

Board  to  be  Non-political. 

We  desire  to  call  attention  to  the  extreme  importance  that  the  Board  should  not 
assume,  or  even  be  suspected  of  assuming,  a political  complexion.  In  the  United 
States  an  attempt  has  been  made  to  guard  against  this  danger  by  statutory  pro- 
vision that  not  more  than  four  out  of  the  seven  members  of  the  Interstate  Commerce 
Commission  shall  belong  to  the  same  political  party.  We  do  not  recommend  that  this 
lu'ecedent  be  followed,  as  we  think  polities  have  nothing  to  do  with  the  matter;  and 
any  such  restriction  might  hamper  the  Government  in  their  choice  of  best  men. 
But  should  it  be  desirable  in  the  public  interest  to  select  Trustees  of  recognized 
political  affiliations,  we  think  it  most  important  that  the  spirit  of  the  United  States 
legislation  should  be  borne  in  mind,  both  by  the  Government  in  making  the  original 
selections,  and  by  the  Trustees  themselves  in  recommending  names  to  fill  any  sub- 
sequent vacancies. 

Board  to  be  Permanent  and  Self-perpetuating — Australian  Experience. 

We  recommend  that,  subject  to  the  power  of  the  Government  to  refuse  to  contirm 
a nomination,  the  Board  of  Trustees  should  be  a permanent  self-perpetuating  body,  and 
we  attach  very  great  importance  to  this  point.  The  four  older  States  of  Australia,  New 
South  Wales,  Victoria,  South  Australia,  and  (Queensland  have  had  a long  experience  of 
public  owner.ship.  lu  each  State  the  history  has  been  very  similar.  Originally,  the 
railways  were  managed  under  the  direct  control  of  a Minister  of  Eailways,  responsible 
to  Parliament.  In  each  State,  the  system  was  found  unsatisfactory.  In  each  State, 
commissions  were  appointed,  with  functions  substantially  similar  to  tho.se  which  we  are 
recommending  to  be  conferred  upon  the  board  of  trustees.  In  each  State,  the  result 
was  improvement.  But  the  Australian  commissioners  were  only  appointed  for  five 
year  terms.  And  the  lack  of  permanence  in  the  commissioner’s  tenure  of  office  pre- 
vented a permanent  success.  The  first  years  of  the  commission’s  term  were  usually  the 
most  successful,  for  then  the  commissioners  had  the  freest  hand  to  manage  their 
undertaking  on  commercial  lines.  Some  of  the  States  have  gone  through  a checkered 
history.  The  commission  has  been  abolished;  and  the  management  has  been  trans- 
ferred back  to  a political  minister.  Once  more  the  result  has  been  unsatisfactory  ;'and 
a new  commission  has  been  appointed,  only,  in  turn,  to  fail  of  success.  The  main 
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cause,  as  we  read  the  story,  has  been  the  lack  of  permanence  of  the  commission  and  tlie 
short  tenure  of  office  of  the  individual  commissioners.  We,  therefore,  think  it  essential 
that  the  Board  of  Trustees  shall  be  permanent,  non-political  and,  subject  to  Govern- 
ment approval  of  each  new  nomination,  self-perpetuating. 


Eailways  not  a Proper  Subject  for  Direct  Parliamentary  Control. 

We  have  given  expression  to  a strong  view  that  the  operation  of  the  railways  of 
the  country  by  a department  of  the  Executive  Government  directly  responsible  to  Par- 
liament would  bo  against  the  interest  of  Canada.  Lest  it  should  appear  that  this  view 
imidies  a reflection  on  the  honest.y  and  ability  of  ministers  and  members  of  Pariiament. 
we  desire  to  explain  why  we  entertain  it.  Our  reason  is,  not  that  Government  by  a 
Cabinet  responsible  to  a popularly  elected  Parliament  is  a bad  Government  for  the 
ordinary  puriioses  of  Government,  but  that  it  is  not  a form  of  Government  suitable  for 
the  management  of  a railway  undertaking. 

In  primitive  times  all  Government  wms  concentrated  in  a single  hand.  The  king 
or  chief  was  at  once  the  law-giver,  the  administrator  and  the  judge.  The  king  as  law- 
giver prescribed  duties  and  establi.shed  rights;  as  judge  he  decided  on  the  interpreta- 
tion of  those  rights  and  duties  between  the  nation,  represented  by  himself,  and  the 
individvuil:  and  tinally  as  executive  authority  he  enforced  his  own  judicial  decisions 
with  re.spect  to  the  rights  which  he  had  himself  established  as  legislator.  Centuries  ago 
the  progressive  nations  of  Western  Europe  had  outgrown  this  primitive  idea.  They  had 
learnt  to  differentiate  functions  to  the  extent  of  making  the  judge  entirely  independent 
both  of  the  legislature  and  of  the  executive  government.  Even  under  the  absolute 
despotism  of  Frederick  the  Great  of  Prussia  a judge  could  decide  a quarrel  between 
the  King  and  a humble  subject  in  favour  of  the  subject.  To  say  now-a-days  that  the 
administration  of  justice  is  not  a matter  to  be  left  to  a minister  responsible  to  Parlia- 
ment, would  be  to  say  a thing  so  obvious  as  to  seem  a preposterous  truism. 


Growth  of  Extra-Parliamentary  Functions  of  the  State. 

But  the  process  has  gone  further.  We  are  learning  that  there  are  other  matters 
which  ii  is  well  to  withdraw  from  the  political  arena.  It  has  become  a common- 
jilace  in  England  within  the  last  generation  to  say  that  foreign  policy  has  been 
“ withdrawn  from  the  sphere  of  party  politics.”  The  same  thing  had  in  great 
measure  happened  before  the  war  in  the  ease  of  naval  administration;  it  was  more 
and  more  becoming  the  rule  in  the  case  of  army  administration  also.  In  other  words, 
in  respect  of  these  three  vitally  important  spheres  of  national  activit.v,  though  the 
form  of  direct,  parliamentary  control  was  retained,  it  had  come  to  be  recognized, 
that  the  affairs  were  very  complicated,  that  the  reasons  for  action  might  be  good 
without  being  such  as  could  publicly  be  avowed,  and  that  therefore  they  were  best 
left  to  experts,  carefully  selected  and  then  given  a mainly  free  hand.  Since  the  war. 
imblic  opinion  on  this  question  has  riiiened  fast.  England  and  France  are  comitries 
just  as  democratically  governed  as  Ganada.  And  in  England  and  France,  the  fact 
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that  prompt  and  decisive  executive  action  is  inconsistent  with  detailed  Parliamentary 
control,  is  being  more  and  more  recognized,  not  only  by  the  public  but  by  Parliament 
itself.  Numerous  boards  of  exiierts,  with  an  almost  entirely  free  hand,  have  been 
set  up  in  England  to  take  cliarge  of  different  branches  of  public  activity.  It  cannot 
be  sui)posed  that  the  lesson  learnt  in  war  will  be  wholly  unlearnt  when  peace  returns. 
It  is  hardly  likely  that  countries  whose  constitutions  are  based  on  the  English  model 
will  go  as  far  as  the  United  States,  where  the  Executive  and  the  Legislature  are 
almost  entirely  independent  of  each  other,  where  the  House  of  Eepresentatives  has 
no  direct  control  of  the  Executive  Government  at  all,  and  where  even  the  Senate  can 
only  confirm  or  refuse  to  confirm  certain  appointments,  but  has  no  power  to  secure 
either  the  nomination  or  the  dismissal  of  a single  official.  But  there  can  be  no  doubt 
things  are  moving  in  that  direction.  It  is  because  we  think  that  the  management 
of  a railway  undertaking,  like  the  control  of  shipping  or  of  enemy  trade,  or  the  work 
of  the  Imperial  jMimitions  Board,  is  a matter  that  in  the  public  interest  is  best  left 
to  experts,  that  we  desire  to  avoid  direct  Parliamentary  control. 

In  this  connection  it  seems  desirable  to  point  out  that  the  Prussian  railways, 
certainly  the  most  successful  State-operated  railways  in  the  world,  are  not  subject 
to  Parliamentary  control.  The  Prussian  Parliament  has  not  much  control  over  any 
department  of  the  Government,  but  over  the  railways,  owing  to  the  fact  that,  so  far 
from  requiring  votes  of  money,  they  yearly  contribute  a considerable  net  revenue 
for  general  State  purposes,  it  has  even  less  control  than  over  other  departments.  The 
only  check  on  the  action  of  the  Minister  of  Eailways  is  that  afforded  by  the  Eailways 
Councils,  to  which  we  refer  hereafter,  and  whose  powers  are  merely  advisory  and  in 
no  way  compulsory.  In  Canada  we  are  recommending,  not  only  that  similar  Eailway 
Councils  should  be  established,  but  that  the  Trustees  should  also  be  subject  to  the 
orders  of  the  Eailway  Commission,  a body  to  which  Prussia  furnishes  no  analogy. 

Private  Interests  and  Public  Interest. 

The  railway  touches  the  life  of  the  country  at  innumerable  points.  It  can  almost 
make  one  city  and  unmake  another.  It  vitally  affects  the  question  whether  an 
industry  in  one  place  is  more  or  less  profitable  than  in  another.  Every  city  wants 
to  become  a railway  centre,  to  have  railway  works  located  within  its  limits.  And 
the  local  member  invariably  wants  it  too.  Every  citizen  wants  the  railway  station 
placed  where  it  best  suits  his  own  personal  convenience,  and  wants  that  every 
express  train  shall  stop  at  it.  He  naturally  strives  to  secure  these  benefits  for 
himself,  and  his  local  member  naturally  desires  to  help  him  in  their  attainment. 
The  individual  citizen,  the  local  member,  cannot  be  expected  to  see  the  railway 
situation  as  a whole;  to  appreciate,  for  instance,  that  an  express  which  stops  at 
every  man’s  local  station  ceases  to  be  an  express  at  all.  Even  if  he  does  appreciate 
it — human  nature  being  what  it  is — he  will  probably  be  quite  content  if,  by  bringing 
political  pressure  to  bear,  he  can  gain  an  advantage  in  which  his  neighbour  at  the 
next  station  does  not  participate.  It  is  too  much  to  expect  of  the  average  merchant, 
the  average  manufacturer,  that  if  he  finds  that  by  pressure  he  can  obtain  for  him- 
self an  exceptionally  low  rate,  he  will  refrain  from  asking  for  it,  because  it  gives 
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him  an  unjustifiable  advantage  over  a rival,  or  because  he  knows  that  the  balance 
of  net  revenue  must  be  made  up  by  unreasonably  higher  rates  paid  by  other  people’s 
traffic. 

It  is  only  when  the  management  is  protected  from  the  pressure  of  special  interests 
that  a railway  can  be  managed  in  the  interest  of  the  public  as  a whole,  that  it  can  be 
expected  that  improvements  and  alterations  will  be  made,  even  though  they  injuriously 
affect  certain  individuals,  because  they  are  justified  by  greater  benefits  to  the  people  at 
large.  To  take  one  example.  AVe  are  satisfied  that  there  are  many  cases  where  in  the 
interest  of  economy,  duplicate  services  should  be  abolished,  and  duplicate  stations 
closed.  Any  such  change  must  injure  somebody.  Supposing  that  it  results  in  a saving 
of  $1,000  a year  to  the  taxpayer,  while  the  injury  can  be  measured  by  a loss  of  $2-5  a 
liead  to  three  or  four  people,  clearly  the  change  ought  to  be  made.  But  if  the  three  or 
four  men  can  get  their  grievances  voiced  in  Parliament,  while  the  taxpayer  is  an 
abstract  entity  with  no  one  to  speak  for  him,  probably  the  change  will  never  be  made. 
There  is  no  need  to  multiply  instances.  We  believe  that  the  history  of  railways  all  over 
the  world,  where  the  management  is  directly  under  a minister  responsible  to  a demo- 
cratic Parliament,  confirms  our  position  that  under  such  a system  the  public  suffer 
because  special  interests  obtain  concessions  at  the  expense  of  the  community  as  a 
whole.  It  is  for  this  reason  that  we  have  emphasized  our  recommendation  that  the 
management  of  the  railways  be  entru.sted  to  a body  independent  of  polities. 

Control  of  Dominion  Kailway  by  Railway  Commission. 

At  the  same  time  we  recognize  that  the  non-political  body,  which  we  propose  to 
establish,  will  neither  be  infallible  nor  impeccable.  We  therefore  propose  to  give  to  the 
Board  of  Railway  Commissioners  the  same  full  judicial  authority  over  all  its  actions 
and  refusals  to  act  which  the  Board  at  present  has  over  the  private  railway  companies. 
With  a board  of  management  appointed  on  the  sole  ground  of  competence,  controlled 
by  a commission  with  power  of  impartial  review’,  w'e  believe  the  rights  of  every  citizen 
to  receive  fair  and  ecjual  treatment — and  no  citizen  ought  to  desire  to  receive  more — 
will  be  amply  protected.  And  at  the  same  time  the  dangers  of  political  influence  will 
he  avoided. 


. Relation  between  Trustees  and  their  Employees. 

It  has  been  a common  experience  in  all  democratic  countries  that,  where  under- 
takings are  in  the  hands  of  public  authorities,  either  national  or  local,  the  employees 
are  tempted  to  use  political  methods  to  improve  their  iiersonal  position.  We  thiidc 
it  important  that  the  Trustees  should  be  protected  against  pressure  of  this  kind, 
which  would  he  entirely  without  justification,  if  our  proposal,  that  one  of  the 
Trustees  shall  be  specially  charged  to  w’atch  over  the  interest  of  the  employees,  is 
adopted.  To  obviate  the  evil,  it  has  often  been  proposed  that  employees  of  the 
(lovernment  shall  be  deprived  of  their  national  vote  and  employees  of  a municipality 
he  deprived  of  their  municipal  vote.  We  cannot  accept  this  idea.  A State  servant 
does  not  cease  to  be  a citizen,  and  he  has  as  good  a right  to  exercise  his  vote  as  his 
neighbour,  provided  he  does  not  use  it  to  obtain  for  himself  an  unfair  advantage  at 
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bis  neighbours’  expense.  In  this  matter  the  Australian  experience  is  of  interest.  In 
the  State  of  Victoria  there  was  in  1903  a fierce  strike  on  the  State  railways.  The  men 
by  their  conduct  alienated  all  public  sympathy  and  were  badly  beaten.  The  Vic- 
torian Parliament  thereupon  passed  an  Act,  not  indeed  disfranchising  the  railway 
employees  altogether,  but  depriving  them  of  their  votes  in  their  own  local  con- 
stituency; placing  them  on  a separate  register,  and  giving  them  power  to  elect,  as 
their  special  rejiresentatives,  one  member  to  the  Council  and  two  to  the  Assembly. 
In  190C  this  Act  was  repealed  and  superseded  by  “An  Act  to  abolish  separate  repre-. 
sentation  in  Parliament  of  Public  Officers  and  Railway  Officers.”  Section  4,  of  this 
Act,  which  is  still  in  force,  is  as  follows; — 

(1)  “In  order  that  all  officers  may  be  enabled  to  render  loyal  and  efficient 
service  to  the  State,  it  is  hereby  enacted  that  no  person  or  class  of  persons 
employed  in  any  capacity  (whether  permanently  or  temporarily)  in  the  Public 
Service  (including  the  Railway  Service,  the  Police  Force,  the  State  Rivers 
and  Water  Supply  Department,  and  the  Lunacy  Department)  shall  either 
directly  or  indirectly  take  any  part  whatsoever  in  or  in  relation  to  election  of 
members  to  the  Legislative  Council  or  the  Legislative  Assembly,  or  directly  or 
indirectly  in  any  way  take  part  in  tlie  political  affairs  of  the  State  of  Victoria, 
otherwise  than  by  recording  a vote  at  a Parliamentary  election;  and  no  person 
or  class  of  persons  so  employed  shall  directly  or  indirectly  use  or  attempt  to  use 
any  influence  in  respect  to  any  matter  affecting  the  remuneration  or  position 
in  the  Public  Service  of  either  himself  or  any  other  person, 

(2)  “ If  any  person  so  emplo.ved  is  guilty  of  any  contravention  of  this 
section,  then  on  proof  thereof  to  the  satisfaction  of  the  Public  Service  Com- 
missioner, the  Commissioner  of  Railways,  the  Chief  Commissioner  of  Police, 
or  the  State  Commissioners  and  Water  Supply  Commissioners,  or  the  Inspector 
General  of  the  Insane  (as  the  case  may  be)  such  person  may  by  the  said 
authority  be  fined  any  sum  not  exceeding  £10  and  may  be  reduced  in  class, 
subdivision,  grade  or  status,  and  salary,  or  he  may  be  dismissed  or  his  services 
may  be  dispensed  with,  provided  that  such  person  shall  not  be  dismissed  or 
have  his  services  dispensed  with  for  any  contravention  of  this  section  without 
the  consent  of  the  Governor  in  Council.” 

We  should  hope  that  the  emplo.vees  on  the  Trustees’  railways  will  be  content  to 
make  any  necessary  repre.sentations  as  to  remuneration  or  conditions  of  service 
through  the  member  of  the  Board  speciall.y  charged  to  watch  over  their  interests,  and 
will  not  attempt  to  exercise  political  influence.  But  should  this  hope  ever  be  dis- 
appointed, we  feel  confident  that  public  opinion  %vould  fully  srjpport  any  Government 
which  introduced  and  passed  a law  based  on  the  Victorian  precedent. 


Incorporation  of  the  Dominion  Railway  Company. 

The  Board  of  Trustees  should  be  incorporated,  either  directly  by  Act  of  Parlia- 
ment, or  by  Royal  Charter  under  the  authority  of  the  Act,  as  the  Dominion  Railway 
Company  with  a nominal  capital.  We  assume  a capital  of  $50,CKI0,  divided  into  ,^)00 
shares  of  $100  each.  Each  trustee  would  hold  100  shares.  These  shares  would  be 
entered  in  the  register  as  held  in  the.  joint  names  of  each  particular  Trustee  and 
the  Minister  of  Finance  for  the  time  being.  The  Trustee,  being  named  first,  would 
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be  entitled  to  the  vote;  but  he  could  not  transfer  his  shares  without  the  signature 
of  the  Finance  Minister.  The  charter  would  provide  that  no  share  could  be  trans- 
ferred except  to  a duly  appointed  Trustee,  and  that  the  shares  were  held  in  trust  for 
the  Dominion. 


Transfer  of  Stocks  to  Trustees. 

In  order  to  give  to  the  Board  of  Trustees  control  of  the  railways  mentioned,  the 
following  stocks  should  be  transferred  to  them; — 

1.  Canadian  Northern. — The  $4f),000,000  common  stock  vested  in  the  Canadian 
Government  should  be  assigned  by  the  Government  to  the  Trustees,  and  also  (subject 
to  what  we  report  below  as  to  compensation  for  existing  equities)  the  $©0,000,000 
still  remaining  in  the  hands  of  private  persons. 

2.  Grand  Trunk  Pacific. — The  whole  of  the  common  stock  should  be  transferred 
without  payment,  e.xcept  that  the  actual  cash  paid  for  the  shares  other  than  those 
held  by  the  Grand  Trunk  Company  should  be  refunded. 

3.  Grand  Trunk  Company. — The  whole  of  the  stock,  guaranteed,  first,  second  and 
third  preference,  and  ordinary,  should  be  transferred.  We  deal  later  with  the  ques- 
tion of  the  claims  of  the  existing  holders. 

Transfer  of  Eailways  to  Trustees. 

Intercolonial  and  National  Transcontinental. — We  recommend  that  these  rail- 
ways be  handed  over  by  the  Government  to  the  Trustees.  There  would  be  no 
securities  to  be  transferred,  and  no  money  to  be  paid.  The  authority  of  Parliament 
for  the  transfer  would  suffice.  We  give  at  a later  stage  our  reasons  for  this  recom- 
mendation. 


THE  CANADIAN  NORTHERN  SHAREHOLDERS. 

We  return  to  the  question  what,  having  regard  to  all  the  circumstances  of  a very 
difficult  case,  is  fair  as  between  the  Government  and  the  Canadian  Northern  share- 
holders. One  point  must  be  dealt  with  at  the  outset.  Assertions  and  insinuations  have 
been  widely  made  that  public  money  received  by  the  firm  of  ilackenzie  and  Mann  have 
been  appropriated  by  Sir  William  Mackenzie  and  Sir  Donald  Mann  to  their  own  use. 
And  these  gentlemen  are  understood  to  be  the  holders  of  the  bulk  of  the  Canadian 
Northern  stock.  If  this  charge  were  true  it  is  evident  that  they  would  have  no  equitable 
claims. 


Charges  of  Misappropriation  Unfounded. 

We  are  satisfied  that  the  charge  is  unfounded.  During  our  inquiry  at  Toronto 
on  February  20  and  27,  we  inquired  fully  into  the  matter,  and  examined  on  oath 
!Mr.  Hanna,  Vice-President,  and  Mr.  A.  J.  Mitchell,  Comptroller,  of  the  Canadian 
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Nortlierii  system.  Both  these  gentlemen  are  intimately  acquainted  with  its  com- 
plicated finances.  They  gave  their  evidence  fairly  and  frankly,  and  in  our  juilg- 
ment  with  an  honest  desire  to  make  full  disclosure  on  every  point  on  which  we 
sought  information.  They  called  our  attention  to  the  report  of  the  Government 
Auditors  made  to  the  Solicitor  General  of  Canada  on  April  22,  1914,  which  is  printed 
in  the  Sessional  Papers  of  that  year  (Nos.  209&,  i,  j,  I,  m).  The  relevant  passage  is  as 
follows : — 

“ We  would  particularly  draw  attention  to  statement  No.  2,  being  a declar- 
ation from  the  Comptroller  of  the  Contractors,  Messrs.  Mackenzie,  Mann  and 
Company,  Limited,  that  the  contractors  have  made  no  profit  on  their  work  for 
the  Canadian  Northern  Railway,  other  than  certain  fully  paid  common  stock 
which  is  set  out  in  a statement  in  our  previous  report.  This  declaration  is  borne 
out  to  our  satisfaction,  from  our  investigation  of  the  books  of  said  contractors, 
and  also  of  those  of  the  company.’’ 

The  viva  voce  evidence  which  we  reproduce  amplifies  and  entirely  confirms  the 
report  of  the  Government  auditors. 

“ Mr.  Mitchell  : In  addition  to  that,  Sir  Henry,  in  connection  with  con- 
struction, there  are  no  contractor’s  commissions  on  any  of  the  actual  construc- 
tion. The  work  was  turned  in  to  the  railway  company  at  cost. 

“ For  instance,  there  is  actual  construction  representing  something  like 
.$204,000,000,  in  which  there  is  no  percentage  whatever  to  the  contractors.  It 
was  turned  in  at  actual  cost. 

“ Sir  Henry  Drayton  : How  would  that  be  done,  what  machinery  would 
apply  to  that  work?  How  did  you  do  it? 

“ Mr.  Mitchell  : The  work  was  done  by  the  contractors,  Messrs.  Mackenzie, 
Mann  and  Company,  Limited,  and  it  was  billed  to  the  company  at  actual  expen- 
diture. The  vouchers  were  all  turned  in. 

“Sir  Henry  Drayton:  Was  there  no  allowance  for  the  Force  Work 
Account? 

“ Mr.  Mitchell  : Actual  expenditure  only,  as  far  as  Mackenzie,  Mann 
and  Company,  Limited,  were  onnceriied.  They  were  reimbursed  for  what  they 
had  paid  out  on  pay-rolls. 

“ Sir  Henry  Drayton  : Generally  tho.se  pay-rolls  and  that  sort  of  thing 
cover  the  usual  and  proper  charges.  You  were  doing  it,  in  effect,  under  “force” 
work  ? 

“Mr.  iliTCHELL:  Yes,  sir,  but  instead  of  getting  a 10  per  cent  commission 
they  got  the  stock  of  the  Canadian  Northern  Railway.  That  was  the  payment 
the  contractors  received  instead  of  a ca.sh  consideration. 

“ Sir  Henry  Drayton  : The  contractor.s  themselves,  some  of  them  at  any 
rate,  would  be  acting  as  superintendents  in  charge  of  the  work,  carrying  it  on, 
besides  which  there  would  be  all  the  overhead  expenses? 

“ Mr.  Mitchell  : Yes. 

“Sir  Henry  Drayton:  Those  expenditures  would  be  included? 

“Mr.  Mitchell:  For  instance,  the  Canadian  Pacific  Railway,  we  will  say 
lets  a contract  to  Foley  and  Company  to  do  certain  work.  They  in  turn  let  the 
work  to  some  one  else,  who  in  turn  will  probably  let  it  to  station  men.  Foley 
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and  Company  would  get  tlieir  commission.  On  a large  contract  they  would 
Iierliaps  work  on  a 5 per  cent  or  an  8 per  cent  basis. 

In  place  of  that  5 per  cent  or  8 per  cent  basis  which  the  Canadian  Pacific 
Kailway  would  pay  to  Foley  and  Company  in  cash,  the  Canadian  Northern  paid 
Mackenzie,  Mann  and  Company,  Limited,  in  stock. 

“ Sir  Henry  Dr.iyton  : You  say  there  was  no  allowance  at  all  for  superin- 
tendence and  that  sort  of  thing  in  these  accounts,  which  is  generally  covered  by 
the  5 ]X'r  cent  or  8 per  cent? 

“ ilr.  Mitchell:  Not  any  for  the  main  contractors;  there  was  nothing 
allowed  for  them. 

“ Sir  Henry  Dr.\yton  : Sir  Donald  ilann  gave  a great  deal  of  his  own 
time.  Do  you  mean  to  say  he  was  not  iiaid  for  that? 

“Mr.  Mitchell:  That  was  all  gone  into  by  the  Government  in  1914,  Sir 
Henry. 

“ Sir  Henry  Drayton  : We  have  it  in  connection  with  that  large  item  of 
$200,000,000 — or  that  sum  is  near  enough.  Y'our  idea  is  that  all  that  large  item 
(it  is  a large  sum,  of  course)  so  far  as  the  $200,000,000  for  the  construction  of 
the  road  if>* concerned,  as  a matter  of  fact  no  profits  \rere  obtained  by  the  main 
contractors,  ^lessrs.  lifackenzie  and  ilann  Company,  Limited,  and  that  the  only 
profits  taken  out  were  the  profits  of  the  sub-contractors? 

“Mr.  IiIitctiell:  That  is  it. 

“Sir  Henry  Drayton:  Who  were  the  sub-contractors? 

“ !Mr.  Mitchell  : There  were  many  of  them,  I guess  all  the  big  contractors 
in  Canada  and  the  United  States. 

“Sir  Henry.  Drayton  : Your  own  affiliated  interests,  were  they  sub-con- 
tractors ? 

“Mr.  iMiTCiiELL:  No,  sir,  not  as  far  as  I know’. 

“ Commissioner  Acworth  : You  say  this  was  all  gone  into  by  the  Govern- 
ment. 1 am  a str,angcr  to  it,  of  course.  Was  it  a preliminary  inquiry? 

“ IMr.  Mitchell:  Yes,  sir. 

“ Sir  Henry  Drayton:  In  connection  with  loans  in  1914. 

“ Commissioner  Acworth  : But  was  this  question  of  the  contractors  gone 
into  ? 

“ilr.  Mitchell:  The  Government  appointed  three  auditors,  who  came  to 
Toronto  and  went  through  the  books  of  the  Canadian  Northern  from  the  begin- 
ning. Those  auditors  made  a full  report  to  the  Government,  which  is  covered 
by  the  contents  of  the  Government  blue-book. 
*'*♦***»* 

“ Sir  Henry  Drayton  : To  comidete  the  evidence  in  connection  with  the 
construction  of  lines,  there  is  one  question  I should  ask  you.  The  Canadian 
Northern  itself  is  a constructing  company  practically,  is  it  not? 

“ Mr.  Hanna  : Yes.  We  are  doing  all  our  construction  work. 

“ Sir  Henry  Drayton  : Most  of  the  construction  is  being  done  through 
iMessrs.  Mackenzie,  Mann  and  Company,  Limited,  on  the  basis  ilr.  ilitchell 
sjioke  of  ? 

“ Iilr.  Hanna  : Yes. 
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“ Sir  Hf.xry  Drayton  : iMost  of  the  activities  of  the  officers  would  be  con- 
cerned, outside  of  purely  operating  branches,  with  construction  work? 

“Mr.  Hanna;  We  had  other  officers,  whose  main  duties  were  to  attend  to 
construction  only. 

“ Sir  Henry  Drayton  : I suppose  Sir  Donald  Mann,  the  Vice-President, 
was  in  charge  of  construction? 

- “ Mr.  Hanna  : He  charges  himself  with  that  work. 

“ Sir  Henry  Drayton  : Sir  William  Mackenzie  himself  did  a gi’eat  deal 
of  it  too  ? 

“ ilr.  Hanna  : He  did,  and  did  the  financing. 

“ Sir  Henry  Drayton  ; While  they  may  not  have  taken  profits  as  contrac- 
tors, didn’t  the  company  properly  remunerate  them  for  their  services? 

“ Mr.  Hanna:  Not  to  the  extent  of  one  dollar. 

“ Sir  Henry  Drayton:  So  that  they  worked  without  salary? 

“ Mr.  Hanna  : Absolutely  so. 

“ Sir  Henry  Drayton  : That  is  a ease  of  being  too  modest,  because  it  is 
not  business. 

“ Mr.  Hanna  : That  has  been  the  experience  of  those  two  gentlemen. 

Neither  one  of  them  was  ever  on  a Canadian  Northern  Voucher  List  to  the 
extent  of  a dollar. 

“Sir  Henry  Drayton:  Nor  of  any  of  their  subsidiaries? 

“Mr.  Hanna;  Not  one. 

“ Sir  Henry  Drayton  ; So  that  while  they  were  working  on  construction 
work,  neither  the  company  nor  anybody  else  paid  them  any  profits  at  all. 

“ Mr.  Hanna  : That  is  right.” 

The  result  of  our  inquiries  leads  us  to  the  conviction  that  both  Sir  William 
Mackenzie  and  Sir  Donald  Mann  had  a firm  belief  in  the  ultimate  success  of  their 
undertaking,  and  in  their  own  ability  to  carry  it  to  a successful  conclusion. 

It  was  therefore  obviously  in  their  interest,  as  owners  of  all  the  common  stock, 
that  the  road  should  be  as  well  located  and  as  economically  constructed  as  possible. 
And  they  did  their  utmost  to  attain  this  end.  The  success  of  their  endeavours 
may  be  judged  from  the  fact  that  Canadian  Northern  construction  from  Tollerton 
(120  miles  west  of  Edmonton)  to  Vancouver  cost  $S8,&29  per  mile,  while  the 
construction  of  the  Grand  Trniik  Pacific  from  Wolf  Creek  (on  the  opposite  side 
of  the  Athabaska  river  from  Tollerton)  to  Prince  Rupert  cost  $112,CMX)  per  mile. 
It  is  true  that  the  Canadian  Northern  had  the  benefit  of  the  “ tote  ” roads  built  by 
the  Grand  Trunk  Pacific  between  Pembina  river  and  Resplendent,  as  the  Grand  Trunk 
Pacific  was  first  in  the  field;  but  as  against  that  it  had  to  face  higher  costs  of  labour 
and  material.  We  believe  that,  speaking  generally,  one  consideration  may  be  set  off 
against  the  other.  Again,  the  cost  of  construction  of  the  Canadian  Northern  from 
Port  Arthur  east  to  ilontreal  can  be  compared  fairly  to  the  cost  of  the  construction  of 
the  National  Transcontinental  from  IVinnipeg  to  Quebec.  The  cost  of  the  Canadian 
Northern  was  $52,602  per  mile,  including  in  this  amount  interest  at  5 per  cent  during 
the  construction  period,  but  excluding  the  Montreal  passenger  terminal.  The  cost  of 
the  National  Transcontinental  was  $0.3,735  ix'r  mile,  including  interest  at  3 per  cent 
down  to  December  31,  1914,  but  e.xcluding  the  cost  of  the  Quebec  bridge. 
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Canadian  Northern  Successes  and  Failures. 

The  mistakes  that  have  been  made  by  the  proprietors  of  the  Canadian  Northern 
lie  in  unnecessary  duplication  of  lines  and  in  reaching  out  into  territories  offering  but 
a poor  traffic  return,  rather  than  in  errors  or  extravagances  in  actual  construction. 

Our  conclusion  of  the  whole  matter  is  that  the  moneys  required  for  Canadian 
Northern  construction  have  been  raised  with  considerable  financial  skill  at  very  moder- 
ate rates  of  interest,  that  the  construction  has  been  economical,  but  that  the  completion 
of  the  system  as  a separate  system  would  involve  a very  large  capital  expenditure  on 
branch  lines  and  terminals  in  eastern  territory,  and  a large  duplication  of  existing  facili- 
ties; that  it  is  impossible  for  the  company,  unaided,  to  complete  its  venture;  and  that 
it  is  absolutely  vital  to  the  interest  of  the  country  that  further  duidication  should  cease. 

Under  these  circumstances,  have  the  Canadian  Northern  shareholders  any  claim  to 
compensation?  Not,  we  thiidc,  as  of  right.  But  Governments  in  the  past  have  not 
taken  a stand  on  strictly  legal  grounds  in  their  dealings  with  other  companies.  There 
are  grounds  on  which  similar  action  could  be  justified  in  this  case.  The  company  has 
done  much  to  develop  the  Prairie  Provinces.  Its  lines  there  are  well  located,  economi- 
cally constructed,  and  valuable  for  public  service.  Of  the  later  constructed  lines  also 
we  can  say  that  they  have  been  well  located  from  the  engineering,  if  not  from  the  traffic 
standpoint,  and  economically  constructed.  And  if  in  recent  years  the  Canadian 
Northern  shareholders  were  carried  away  by  a wave  of  unreasoning  optimism,  at  least 
it  may  be  said  for  them  that  almost  the  whole  population  of  Canada  shared  their 
expectations.  We  think  that,  on  the  wdiole,  the  equity  of  the  case  would  be  met,  if 
the  Canadian  Northern  shareholders  were  permitted  to  retain  a moderate  jrortion  of 
the  $60,000,000  of  shares  which  they  now  hold. 

Arbitration  Kecommended. 

But  under  the  scheme  we  propose,  the  Trustees  will  operate  the  Canadian  Northern 
lines  as  part  of  a combined  system.  It  will  be  impossible,  therefore,  for  the  Canadian 
Northern  Company,  as  such,  ever  to  earn  a dividend  on  its  separate  stock.  We  sug- 
gest that,  if  it  is  decided  to  permit  the  present  shareholders  to  retain  a portion 
of  their  holding,  the  Act  of  Pardiament  constituting  the  Board  of  Trustees 
shall  contain  a provision  for  arbitration  between  the  Trustees  and  the  Canadian 
Northern  Company  and  establishing  an  aihitration  board  to  act  forthwith.  The 
Trustees  should  appoint  one  arbitrator  and  the  Canadian  Northern  shareholders  the 
other,  and  the  two  arbitrators  should  agree  on  the  appointment  of  an  umpire;  failing 
agreement,  an  umpire  should  be  appointed  by  the  Chief  .Justice  of  the  Exchequer 
Court ; and  the  decision  of  the  board  should  lie  final. 

The  arbitrators  should  be  empowered  to  decide  two  questions; — 

(1)  Wliat  proportion  of  the  Canadian  Northern  common  stock  may  fairly 
remain  the  property  of  the  present  holders; 

(2)  Wliat  proportion  of  the  earnings  of  the  Dominion  Railway  Company 
may  fairly  be  regarded  as  attributable  to  the  Canadian  Northern  lines. 

To  illustrate  our  meaning,  we  will  assume  that  the  arbitrators  decide  that  5 per 
cent  of  the  Canadian  Northern  shares  shall  remain  the  property  of  the  existing  holders. 
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and  further  decide  that  one-half  of  the  total  earnings  of  the  Dominion  Ilailway  Com- 
pany will  be  fairly  attributable  to  the  Canadian  Northern  lines.  Then  their  decision 
will  mean  that,  out  of  any  dividend  declared  in  future  by  the  Dominion  Railway  Com- 
pany, per  cent  (one-half  of  5 per  cent)  will  be  payable  to  the  existing  Canadian 
Northern  shareholders  or  their  transferees.  We  think  the  arbitrators  should  fix  this 
resulting  percentage  once  for  all.  It  should  be  made  a condition  of  the  settlement  that 
the  minority  shareholders  of  the  Canadian  Northern  should  by  deed  irrevocable  appoint 
the  trustees  as  their  proxy  to  vote  their  shares.  Care  will  of  course  be  taken  to 
provide  that  the  Arbitration  Board  shall  have  regard  only  to  the  Canadian  Northern 
lines,  as  they  exist  at  the  date  of  the  passing  of  the  Act,  and  that  any  subsequent 
increase  of  revenue  due  to  the  expenditure  of  additional  public  money  shall  be  excluded 
from  consideration. 

THE  GRAND  TRUNK  SHAREHOLDERS. 

The  position  of  the  Grand  Trunk  Company  is  entirely  different  from  that  of  the 
Canadian  Northern  Company.  The  Grand  Trunk  Company  has  five  different  classes 
of  shareholders;  the  Canadian  Northern  has  only  common  stock.  The  Grand  Trunk 
shares  represent — to  what  extent  it  is  now  almost  impossible  and  quite  useless  to 
ascertain,  for  the  company  is  over  sixty  years  old — actual  cash  paid;  the  Canadian 
Northern  shares  repiresent  no  cash,  only  a possible  reversion.  The  Grand  Trunk  Com- 
pany has  always  paid  dividends  on  some  classes  of  stock;  the  Canadian  Northern  com- 
mon stock  has  never  even  had  the  prospect  of  an  immediate  dividend.  The  Canadian 
Northern  has  been  economically  constructed  and  is  moderately  capitalized.  The  same 
cannot  be  said  either  of  the  Grand  Trunk  or  Grand  Trunlv  Pacific.  The  Canadian 
Northern  has  a capital  of  $54,9<31  per  mile;  the  Grand  Trunk  of  $12^,340;  the  Grand 
Trunk  Pacific  of  $98,018.  Evidently  the  two  companies  cannot  be  treated  alike.  Evi- 
dently also  the  rights  of  the  five  classes  of  Grand  Trunk  shareholders  differ  widely  as 
between  themselves.  We  have  come  to  the  conclusion  that  it  is  impossible  for  us  to 
determine  these  respective  rights ; that  any  compensation  made  to  the  shareholders  for 
the  surrender  of  their  shares  must  be  made,  not  to  them,  but  to  the  company  as  a whole ; 
and  that  the  directors  of  the  company  must  assume  the  responsibility  of  preparing  a 
scheme  of  equitable  apportionment  between  the  different  classes,  and  procuring  the 
assents  and  the  legal  authority  necessary  for  bringing  the  scheme  into  force. 

Dealing  with  the  matter  on  this  basis,  we  have  to  consider  how  the  fair  compensa- 
tion to  the  company  is  to  be  arrived  at.  The  report  of  the  company  for  the  year  ending 
December  .31,  191.5,  contains  a statement  of  the  share  capital  as  follows; — 
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Statement  of  Stock  and  Share  Capital  Created  Showing  the  Proportion  Issued  31st 

December,  1915. 


Descri  ption. 

Amount 
Created  or 
Sanctioned. 

Amount 

Issued. 

Amount 

Uiiis’Ued. 

£ s.  d. 

12,500,01:0  0 0 

3.420.000  0 0 

2.530.000  0 0 
7,108,0,55  4 0 

£ 8.  d. 

12,  .500.000  0 0 
.3,420,000  0 0 
2,530,000  0 0 
7,168,055  4 6 

£ s.  d. 

First  preference  stock,  5 p.c .... 

Seconri  preference  stock,  5 p.c 

Total,  Preference  Stocks 

25,018,055  4 6 
24,797,761  2 7 

25,618,055  4 6 
23,955,436  17  3 

842,324  5 4 

50,415,816  7 1 

49.,573,492  1 9 

£842,324  5 4 

The  total  issued  may  be  taken  in  round  figures  as  $240,000,000.  It  will  be  seen 
that  ronghly  one-half  is  preference  and  one-half  ordinary  stock.  The  London  Stock 
Exchange  valuation  of  this  nominal  $240,(KK),000  is  at  the  present  time  something  like 
$70,000,000  or  $75,000,000 — -ranging  from  about  56  for  the  4 per  cent  guaranteed  stock, 
which  for  ten  years  has  received  its  dividend  in  full  (except  in  one  year  when  it  went 
one-half  per  cent  short),  down  to  about  10  for  the  ordinary  stock,  which  has  never 
received  a dividend.  The  table  below  shows  the  dividend  history  of  the  last  ten 
years : — 


GR-tND  Trunk  K.ulway  of  Canada — Dividends  Paid. 


Year. 

Guaranteed. 

First 

5%  Second 

4%  Third 

Total. 

Preference. 

Preference. 

Preference. 

% 

$ cts. 

% 

S cts. 

% 

S cts. 

% § cts. 

§ cts. 

1906 

4 

1,520,404  60 

5 

831,428  64 

5 

615,244  16 

3 1,046,036  84 

4,013,114  24 

1907  ... 

4 

1,638,9.52  95 

5 

831,428  64 

5 

615,244  16 
.307,622  08 
615,244  16 
615,244  16 

3 1,046,036  84 

4,131,662  59 

1908 

4 

1,861,121  49 
1,915,522  07 
1,960,171  60 

5 

831,428  64 
831,428  64 
831,428  64 

2 

3,000,172  21 
3,3(i2,194  87 
3,581,183  77 

U)09 

4 

5 

5' 

1910  . 

4 

5 

5 

4 174,339  47 

1911 

4 

2,080,161  11 

5 

831.428  64 

5 

61,5,244  16 

ij  523,018  42 

4,049,852  33 

1912  ... 

4 

2,351,148  or 

5 

831,428  64 

5 

615,244  16 

24  871,697  36 

4,669,518  23 

1913 

4 

2,417,871  06 

5 

831,428  64 

5 

615,244  16 

2l  871,697  36 

4,736,241  22 

1914 

4 

2,129,166  67 
2,433,333  33 

2,129,166  67 

1915  .... 

2,433,333  33 

10-year 

20,307,852  85 

6,651,429  12 

4,614,331  20 

4,632,826  29 

36,106,439  46 

2,030,785  28 

655,142  91 

461,433  12 

453,282  63 

3,610,643  94 

It  will  be  seen  that  the  average  amount  paid  in  dividends  has  been  $.3,600, 0(X)  jier 


annum.  So  the  Stock  Exchange  valuation  practically  capitalize  the  dividends  on  5 
per  cent  basis.  And  this,  in  a rapidly  developing  country,  might  be  reasonable,  if  the 
dividends  had  been  earned  and  could  be  maintained.  But  in  view  of  the  statement  of 
the  company's  own  officers  that  $21,000,000,  which  ought  to  have  been  spent  out  of 
revenue  for  maintenance  has  not  been  so  spent,  it  cannot  be  contended  that  the  divi- 
dends have  been  earned.  In  view  of  the  further  fact  that  the  company  has  to  face 
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immediate  liabilities  of  over  $5,000,000  per  annum  in  connection  with  the  Grand 
Trunk  Pacific,  and  of  the  statement  of  its  own  officers  that  a capital  expenditure  of 
$30,000,000  is  immediately  required  on  its  own  lines  to  put  the  company  in  proper 
condition  to  do  its  existiiijr  business,  it  can  still  less  be  contended  that  the  dividends 
are  maintainable.  It  cannot  therefore  be  expected  that  the  Trustees  should  acquire 
the  stock  from  the  shareholders  on  the  basis  of  past  dividends.  Even  if  the  Government 
wore  to  relieve  them  entirely,  as  suggested  by  their  president,  of  their  unfortunate 
Grand  Trunk  Pacific  venture — and  as  we  have  already  said,  we  cannot  think  that  this 
request  can  be  reasonably  justified — it  is  evident  that  the  Grand  Trunk  Company  is 
not,  and  will  not  be  for  some  time  to  come,  in  a position  entitling  it  to  pay  out  any 
money  at  all  in  dividends.  We  regard  the  entire  share  capital  of  the  company  as  being' 
intrinsically  of  but  small  value  at  the  present  time.  On  the  basis  of  present  value  of 
maintainable  income  the  fair  compensation  would  be  very  small. 

Terms  of  Purchase  Recommended. 

But  we  do  not  think  that  this  is  the  oid.y  basis  on  which  the  people  of  Canada 
should  proceed.  We  think  this  is  a case  for  generosity  rather  than  strict  justice. 
Canada  is  under  obligations  to  the  Grand  Trunk  shareholders,  who,  in  the  early  days, 
with  but  small  Government  assistance,  and  in  competition  with  the  railways  of  the 
Enited  States  with  their  vastly  greater  resources,  built  up  the  first  Canadian  railway 
system.  In  later  times  the  company  has  had  further  to  meet  the  competition  of  heavily 
subsidized  Canadian  rivals.  And  it  cannot  be  said  that  at  any  stage  of  its  history  the 
shareholders  have  obtained  excessive  profits  on  their  enteriudse.  On  the  whole  we 
recommend  that,  on  condition  of  the  surrender  by  the  Grand  Trunk  Company  of  their 
entire  share  capital,  guaranteed,  preferred,  and  ordinary,  the  Trustees  grant  a certain 
annuity,  charged  as  a working  expense  on  the  whole  undertaking  of  the  Dominion 
Railway  Company,  for  the  first  seven  years,  iifcreasing  at  the  termination  of  that  period 
by  something  like  40  or  50  per  cent.  We  have  left  the  figures  blank  as  there  will  be 
questions  of  cash  in  hand,  value  of  stores,  etc.,  which  must  make  the  precise  figure  sub- 
ject to  negotiation.  But  our  meaning  is  that  the  first  figure  should  be  a moderate  but 
substantial  percentage  of  $3,000,000  (the  average  dividend  payment  for  the  last  ten 
years). 

Real  Value  of  Grand  Trunk  Property. 

We  appreciate  that  shareholders  outside  Canada,  who  can  hardly  be  expected  to 
be  fully  conversant  with  the  management  of  their  property,  will  not  only  fail  to  see  any 
generosity  in  this  proi)osal,  when  it  is  first  made  to  them,  but  will  believe  they  are  being 
treated  with  less  than  justice.  We  think  it  therefore  well  to  set  out  here  in  summary 
form  the  result  of  what  has  been  set  out  at  length  in  previous  pages  of  this  report. 

1.  The  revenue  of  the  Grand  Trunk  applied  to  dividend  has  been,  on  the  .average 
of  the  last  ten  years,  $3,000,000. 

2.  To  catch  up  arrears  of  maintenance,  $21,000,000  must  he  spent  immediately. 
This  sum  is  nearly  equal  to  six  years’  dividend  payments. 

3.  To  prevent  arrears  again  accumulating,  future  maintenance  charges  must  be 
much  heavier  than  in  the  past ; not  less  than  $2,500,000,  according  to  the  President’s 
judgment,  on  equipment  alone. 
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4.  To  put  the  property  in  proper  condition  to  deal  with  existing  business, 
$30,000,000  of  new  capital  needs  to  be  spent  at  once.  Even  supposing  the  company 
could  raise  this  capital,  and  only  bad  to  pay  5 per  cent  for  it,  it  would  cost  an  additional 
$1,500,000  per  annum. 

And  this  is  on  the  Grand  Trunk  lines  alone,  independently  of  the  company’s  liabili- 
ties in  respect  of  the  Grand  Trunk  Pacitic.  These  further  liabilities,  amounting  to 
over  $5,000,000  a year  at  the  present  time,  and  increasing  in  the  near  future  to  over 
$7,000,000,  need  not  be  again  detailed.  The  chairman  of  the  Grand  Trunk  in  his  letter 
to  the  Prime  Minister  of  Canada,  dated  December  10,  1915,  has  stated:  “ Under  present 
circumstances  it  is  quite  impossible  for  tbe  Grand  Trunk  Railway  Company. to  meet 
the  e.xtra  liabilities  arising  from  tbe  Grand  Trunk  I’acific  Railway.”  And  in  his 
evidence  at  our  inquiry  in  Montreal  on  February  24.  1917,  the  president  of  the  Grand 
Trunk  stated,  not  only  that  it  was  an  impossibility  for  his  company  to  carry  out  their 
contract,  but  that  it  always  had  been  impossible.  And  yet  there  is  no  question  of  the 
company’s  legal  liability  on  the  contract.  And  it  is  tbe  Grand  Trunk  Company 
that  is  primarily  responsible  for  the  initiation  of  the  Grand  Trunk  Pacific  enterprise. 

THE  IXTERCOLONIAL  AND  NATIONAL  TRANSCONTINENTAL. 

We  have  recommended  that  the  Intercolonial  and  National  Transcontinental  Rail- 
ways be  handed  over  to  the  Trustees.  And  this  recommendation  we  make  for  various 
reasons.  We  are  opposed,  as  we  have  already  said,  in  princiide,  to  Government  opera- 
tion, and  this  principle  applies  to  these  railways  just  as  much  as  to  the  Canadian 
Northern,  Grand  Trunk,  and  Grand  Trunk  Pacitic.  Rut,  apart  from  general  principles, 
there  are  many  strong  arguments  for  the  transfer  in  the  special  circumstances  of  the 
case. 

Transfer  of  National  Transcontinental  Recommended. 

Dealing  first  with  the  National  Transcontinental  it  is  evident  the  line  cannot  be 
left  as  it  is.  Its  very  name  implies  that  it  was  built  as  a National  Highway  from  ocean 
to  ocean.  It  cannot  be  left  to  terminate  in  a dead  end  at  Winnipeg.  Its  prospects  of 
becoming  a paying  concern,  and  making  to  the  people  of  Canada  an  adequately  finan- 
cial return  for  the  $160,000,000  they  have  invested  in  it,  are  not  very  good  in  any  case, 
but  its  prospects  are  hoi)eless  if  it  terminates  at  Winnipeg,  Winnipeg  is  primarily  a 
collecting  and  distributing,  rather  than  a i>roducing  centre.  What  it  does  produce, 
goes  mainly  westward.  The  Canadian  Pacific  Railway  can  collect  and  distribute  in  tbe 
West;  it  can  collect  and  distribute  in  the  East;  it  has  its  own  ocean  ports  and  cross- 
Atlantic  connections;  and  the  whole  of  its  traffic  between  East  and  West  it  will  carry 
over  its  own  road,  between  Winnipeg  on  the  one  hand,  and  Toronto,  ^Montreal  and  the 
ocean  ix>rts  on  the  other.  E.xactly  tbe  same  thing  must  happen  in  the  case  of  the 
Dominion  Railway  Comijany,  once  tbe  Canadian  Northern,  Grand  Trunk,  and  Grand 
Trunk  Pacific  companies  are  combined  into  one  system.  If  the  National  Transconti- 
nental Government  Railway  is  left  out  of  this  .system,  it  will  starve. 

Transfer  of  Intercolonial  Recommended. 

IN  THE  U)CAL  INTBKEST. 

We  recommend  the  transfer  of  the  Intercolonial  on  three  practical  grounds:  the 
interest  of  the  ^Maritime  Provinces;  the  interest  of  the  Canadian  taxpayer;  and  the 
interest  of  the  railway  undertaking  itself. 
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Speaking  generally,  the  growth  of  the  ^Maritime  Provinces  in  the  last  twenty  years 
has  keen  slower  than  that  of  the  rest  of  Canada.  And  yet  raw  materials  are  readily 
accessible,  and  wages  are  certainly  as  low’  as  elsewdiere.  Now  a large  and  important 
part  of  these  provinces  is  served  only  by  the  Intercolonial ; .the  Intercolonial  is  merely 
a local  line,  terminating  at  Montreal,  and  with  no  direct  connection  with  the  markets 
of  Ontario  and  the  West;  and  the  Maritime  Provinces  have  suffered  from  this  isolation. 

The  recent  congestion  on  the  Intercolonial  has  clearly  demonstrated  the  inadequacy 
of  its  facilities  to  cope  with  its  business.  Either  it  must  construct  its  own  terminals  at 
Montreal,  which  would  cost  not  less  than  $10,000,000  to  $15,000,000,  and  w'ould  be  a 
further  instance  of  unnecessary  and  wasteful  duplication  of  facilities  at  the  public 
e.xpense,  or  it  must  have  access  as  of  right  to  the  Grand  Trunk  terminals,  where  at 
present  it  comes  in  only  subject  to  the  primary  regard  of  the  Grand  Trunk  for  its  owni 
business.  That  it  is  in  the  interest  of  the  inhabitants  of  the  Maritime  Provinces  to  be 
served,  not  by  what  is  after  all  only  a glorified  branch,  but  by  a gi’eat  through  system 
oiJeuing  up  to  them  all  the  markets  of  the  country  on  an  equality  with  Montreal, 
Toronto,  and  the  other  manufacturing  centres,  admits  of  no  doubt.  And  it  is  in  the 
interest  of  Canada  also,  for  if  one  member  of  the  body  gains  all  the  members  gain. 

The  absorption  of  the  Intercolonial  in  the  Dominion  Railway  Company  would 
further  afford  the  opportunity  for  redressing  a hardship  from  which  the  Maritime 
I’rovinces  at  present  suffer.  The  Intercolonial  pays  no  local  taxes,  and  this  exemption 
should  cease.  It  nevei’,  in  our  opinion,  had  any  justification.  A municipality,  whose 
streets  are  subject  to  the  burden  of  Intercolonial  raiUvay  crossings,  has  precisely  the 
same  claim  to  treat  the  railw'ay  as  a ratepayer  and  assess  it  for  local  taxes,  as  if  the 
crossings  belonged  to  the  Canadian  Pacific  Railway.  Exemption  of  public  institutions 
used  for  purely  public  purposes  may  perhaps  be  justifieil ; but  in  the  case  of  a railway, 
local  taxes  are  as  much  a part  of  operating  expenses  as  transportation  or  maintenance 
charges;  and  they  ought  to  be  paid,  w’hoever  may  be  in  control  of  the  railway  operation. 

We  are  aware  that  there  is  a widespread  impression  in  the  Maritime  Provinces 
tb.at  the  Dominion  Government  is  implicitly  pledged  to  give  them  low  rates.  Lest 
there  should  be  any  fear  that  these  alleged  rights  might  be  interfered  with,  we  think 
the  Act  of  Parliament  should  provide  that  no  general  increase  of  the  local  rates  at 
present  in  force  on  the  Intercolonial  shall  be  made  by  the  Trustees  without  the  pre- 
vious assent  of  the  Railway  Commission; 

IN  THE  GENEUAL  INTEREST. 

Secondly,  we  recommend  the  transfer  of  the  Intercolonial  in  the  interest  of  the 
Canadian  taxpayers.  The  capital  cost  of  this  railway,  according  to  the  returns  of  the 
Department  of  Railways  and  Canals  for  1916,  is  $106,312,705.25.  To  pay  interest  on 
this  investment  the  railway  ought  to  earn  a net  revenue  of,  say,  $5,000,000.  It  has 
indeed  recently^  been  ingeniously  argued  that  it  ought  to  have  earned  interest  at  a 
commercial  rate  from  its  first  inception,  and  that  all  the  interest  that  it  has  not  earned 
during  its  whole  existence  ought  to  be  capitalized  and  compounded  to  ascertain  the 
real  cost  of  the  railway  to  the  people  of  Canada. 

We  cannot  accept  this  somewhat  fantastic  argument.  If  this  theory  were  accepted, 
it  is  manifest  that  a similar  course  ought  to  be  followed  in  the  ca.se  of  ordinary  railway 
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compauies.  Interest  which,  of  course,  has  never  been  paid,  ought  to  be  calculated  in 
the  same  way,  on  all  the  cash  subsidies  which  private  lines  have  received  and  on  the 
value  of  all  the  land  grants  which  they  have  obtained,  and  all  this  ought  to  be  carried 
into  an  imaginary  account  on  which  imaginary  earnings  ought  to  be  obtained. 
Further,  the  capital  account  of  every  railway  company  ought  to  lie  recast  in  the  same 
way,  so  as  to  carry  forward  into  the  account  the  money  that  ought  to  have  been  paid 
for  dividends  on  the  share  capital,  in  years  when  either  no  dividends  or  only  insuffi- 
cient dividends  were  in  fact  paid. 

Whatever  question  there  may  be  as  to  the  propriety  of  endeavouring  to  earn 
interest  on  capital,  it  will  hardly  be  questioned  that  the  line  ought  to  be  so  managed 
as  at  least  to  earn  operating  expenses,  including  therein  a proper  allowance  for  taxes. 
And  even  ignoring  the  early  history  of  the  undertaking,  and  considering  merely  the 
years  from  1889-1916,  during  which  the  greatest  advance  has  taken  place  in  Canada, 
and  the  traffic  of  Canadian  railways  has  shown  the  greatest  increase,  the  Intercolonial 
has  paid  no  taxes  and  still  not  earned  operating  expenses.  During  this  period  the  total 
operating  deficits  reixirted  amounted  to  $11,188,88.')..50.  The  total  operating  surpluses 
amounted  to  $1,651,239.73.  In  addition,  however,  there  was,  in  the  years  1912-16,  an 
amount  of  $3,046,106.86,  charged  to  working  expenses  and  devoted  to  renewals,  which 
under  the  accounting  methods  in  force  before  that  date  would  have  been  credited  to 
surplus.  Adding  together  these  two  lat*-r  figures,  and  deducting  them  from  the  deficit, 
we  find  that  in  the  twenty-eight  years  from  1889-1916  there  was  an  accumulated  deficit 
on  operation  of  $6,491,232.91. 

And  this  is  not  all.  Down  to  the  year  1908  no  charges  were  made  against  revenue 
for  necessary  renewals  and  replacements.  Xow,  when  the  plant  is  added  to  and 
improved,  it  may  be  right  to  charge  to  capital  the  excess  cost  of  the  addition.  But 
charging  to  capital  the  cost  of  mere  renewals  and  replacements  cannot  be  justified. 
From  1908  till  1911  there  was  charged  to  operating  expenses,  under  the  head  of  renewals 
of  rolling  stock,  rails,  and  ties,  the  snni  of  $510,000  per  annum.  But  this  was  quite  an 
inadequate  allowance,  as  is  shown  by  the  fact  that  since  then,  in  addition  to  the 
annual  $510,000,  the  further  sum  of  $3,046,406.86,  already  mentioned,  has  also  been 
charged  to  renewals. 

The  result  of  charging  such  items  as  renewals  to  capital  account  is  clearly  shown 
by  the  gi-owth  of  the  cost  of  the  railway  per  mile  of  line.'  In  the  case  of  a new  line,  with 
constant  extension  of  territory  and  the  necessity  for  new  terminals  and  increase 
of  equipment,  such  a figure  may  not  prove  much.  But  in  the  case  of  an  old-estab- 
lished property  like  the  Intercolonial,  it  certainly,  in  part,  indicates  operating  losses 
and  improper  capital  inflation.  The  return  of  mileage  for  the  year  1899  shows  1,315 
miles,  with  a cost  per  mile  of  $37,957.36.  For  1911,  the  mileage  is  shown  to  be  1,455, 
and  the  cost  per  mile  is  returned  as  $57,419.87'.  In  thirteen  years,  therrfore.  the  capital 
cost  of  the  system  per  mile  had  been  increased  on  the  system’s  books  no  less  than 
51-27  per  cent.  During  the  same  thirteen  years,  surpluses  of  $1,594,954.64  and  deficits 
of  $3,915,193.39  were  reported.  It  is  obvious  that  the  surpluses  were  illusory  and  the 
deficits  much  greater  than  returned. 

Since  1911  the  cost  per  mile  has  further  increased,  but  this  is  largely  due  to  expen- 
diture in  connection  with  the  new  Halifax  Terminals,  legitimately  charged  to  capital. 
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And  since  lOlS'  that  the  proper  practice  of  charging  renewals  to  working  expenses 
has  been  adopted. 

IN  THE  INTEREST  OF  GOOD  MANAGEMENT. 

Lastly,  we  recommend  the  transfer  of  the  Intercolonial  in  the  interest  of  the  under- 
taking itself.  We  have  no  doubt  that  it  will  be  better  operated  as  part  of  a great  system 
than  it  twer  can  be  as  an  independent  property.  It  is  not  to  be  expected  that  able  and 
ambitious  men  will  do  as  good  work  on  a mere  local  railway,  with  scant  opportunities 
of  advancement  or  distinction,  as  when  they  have  the  chances  of  promotion  which  a 
great  system  affords.  If  their  prospects  are  bounded  by  the  horizon  of  the  Intercolonial, 
they  will  either  grow  slack  or  carry  their  services  elsewhere.  We  have  already  referred  to 
the  economy  which  can  be  effected  by  tbe  establishment  of  joint  terminals  in  ^Montreal. 
And  the  same  thing  is  true  in  the  matter  of  equipment.  A nation-wide  system  can 
average  its  provision  of  rolling  stock,  and  meet  temporary  shortages  in  one  place  from 
temporary  surpluses  in  another.  A small  concern  can  only  provide  rolling  stock  to  meet 
maximum  requirements,  on  condition  of  having  a surplus  standing  idle  for  the  greater 
part  of  the  year. 

Minor  Recommendations. 

We  think  the  Trustees  should  not  be  reqnircd  to  accept  the  responsibility  for 
various  undertakings  connected  with  the  railway  lines  transferred  to  them,  such  as, 
for  example,  the  Grand  Trunk  Pacific  Dry  Dock  at  Prince  Ilupert,  and  the  proposed 
harbour  improvements  at  Halifax.  We  would  leave  the  Trustees  to  settle  by  agreement 
with  the  Government  the  list  of  property  not  to  be  transferred  to  them. 

In -the  ease  of  some  of  the  constituent  companies'  of  the  Canadian  Northern,  of 
which  the  Canadian  Northern  Quebec  is  the  most  important,  the  parent  company, 
though  in  every  case  it  has  a controlling  interest,  does  not  own  all  the  shares.  We 
think  the  Trustees  shoidd  at  an  early  date,  by  agreement  or  liy  legal  procedure,  take 
steps  to  acquire  the  outstanding  shares.  This  is  desirable,  not  only  to  avoid  possible 
conflict  of  interest  hereafter,  but  also  to  avoid  any  necessity  for  keeping  separate 
accounts. 

We  find  that  the  title  to  certain  property  which  is  used  for  railway  juirposes  has 
not  yet  been  vested  in  the  Canadian  Northern.  It  was  among  the  conditions  on 


1 The  list  is  as  follows  ; — 


Railway. 

Total  Share 
Capital. 

Held  by  or 
on  behalf 
of  Canadian 
Northern. 

Held  Outside 
of  Canadian 
Northern. 

Percentage. 

Oana<lian  Northern  Quebec  Railway  Co  ...  . 

(Quebec  and  Lake  John  Railway  Co 

Duluth.  Winni{>eof  and  Pacific  Railway  Co. , . 

IS 

9,550,000 

4,  .524,000 
0,000,000 

s 

/ 2,000,0001 
1 5.141.000  1 

4.002,900 
3,000,000 

S 

2,405,400 

521,200 

2,040,000 

n74'7 

88-40 

51 

There  are  also  outstamlin^  small  amounts  of  from  500  to  3,000  shares  in  other  companies. 
But  these  are  presumably  only  directors'  qualifications. 

aThe  Canadian  Northern  Railway  Company  owns  $2,000,000  stock  of  the  Canadian  Northern 
Quebec  directly  ; it  also  owns  71.9  per  cent  of  the  stock  of  the  Northern  Consolidated  Hold- 
ing Company,  Limited,  which  owns  $5,144,600  stock  of  the  Canadian  Northern  Quebec. 
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wliich  the  Government  loan  of  $45,000,000  was  grante3  in  1914,  that  this  should  be 
done.  We  pointed  the  omission  out  to  iVlr.  iNlacLeod,  the  company’s  general  manager, 
who  stated  that  it  was  merely  on  oversight,  and  that  the  intention  was  that  all  titles 
.should  be  got  in. 

In  cases  where  the  title  has  not  been  got  in,  it  is,  we  understand,  in  the  hands 
of  affiliated  interests.  We  say  “we  understand”  because  in  the  limited  time  at  our 
disposal  we  have  not  attempted  to  have  search  made  of  all  the  different  titles  involved. 
It  is  clear,  however,  that  all  lands  on  which  there  are  Canadian  Northern  rails, 
whether  main  or  siding  tracks,  or  switches  leading  to  its  elevators,  or  team  tracks, 
aught  to  be  vested  in  the  company,  and  not  left  in  the  hands  of  any  affiliated  interest 
or  constituent  or  a subsidiary  company,  even  although  the  Canadian  Northern  Com- 
pany may  have  a stock  control  of  the  company. 

We  think  that  the  Act  should  vest  in  the  Canadian  Northern  Railway  Company 
all  lands  which  have  actually  been  i)Ut  to  the  puriwses  of  the  railway  system,  subject 
to  all  equities  (other  than  those  of  any  of  the  affiliated  companies,  or  of  ^Messrs. 
Mackenzie  & iMann,  Limited,  or  of  those  gentlemen  in  their  personal  capacities) 
Outstanding  at  the  date  of  the  i)ublicatiou  of  this  report. 

We  think  that  the  Act  should  also  refer  to  the  Exchequer  Court  for  arbitration 
the  (piestion  of  all  other  outstanding  equities,  if  any.  It  is  of  course  manifest  that, 
to  the  extent  to  which  outstanding  claims  may  be  found  to  exist,  reductions  would 
have  to  be  made  in  the  valuations  which  we  have  placed  upon  the  assets  of  the 
Canadian  Northern  Railway  Company. 

The  Trustees  will  also  have  to  consider  at  an  early  date  the  position  of  the  holders 
of  the  Canadian  Northern  5 per  cent  Convertible  Income  Debentures.  These  deben- 
tures to  the  amount  of  $i5,000,(X>0  were  placed  in  London,  in  the  years  1911  and  1912, 
some  of  them  at  a considerable  premium,  and  the  company  obtained  more  than 
.$24,000,000  in  cash  for  them.  The  trust  deed  mider  which  they  were  issued  charges 
them  upon  the  assets  of  the  company  subject  to  existing  charges,  but  entitles  the 
holders  to  receive  interest  only  from  income  if 'earned.  Since  -lune,  1915,  no  interest 
has  been  paid.  The  Dominion  Government  in  1914  recognized  that  in  respect  of  capital 
those  Income  Debentures  rank  in  front  of  the  Government’s  own  loans.  But  the 
income  on  them  is  not  being  earned.  Nor  is  it  likely  to  be  earned,  at  any  rate  in  full, 
in  the  proximate  future.  The  fact,  however,  that  they  are  a charge  upon  the  assets, 
or  rather  upon  certain  assets,  and  upon  the  income,  if  earned,  of  the  Canadian  Northern 
or  some  portions  thereof,  might  cause  complications  in  the  operations  and  accounts  of 
the  unified  system.  And  we  think  that  on  its  own  merits  their  case  is  entitled  to 
sympathetic  consideration.  We  think  that  the  Trustees  should  negotiate  a settlement 
with  tlie  bidders,  on  the  basis  of  siibstituting  for  their  right  to  5 per  cent  in  the 
indefinite  future  a right  to  receive  either  a lower  rate  of  interest,  say,  perhaps 
3 per  cent,  from  the  date  of  vesting  the  Canadian  Northern  in  the  trustees;  or  in  the 
alternative,  say,  1 per  cent  at  once,  3 per  cent  after  a certain  date,  and  5 per  cent  from 
and  after  a date  still  further  postponed. 

Legal  Position  of  Trustees. 

The  Trustees  would  hold  the  Intercolonial  and  Transcontinental  lines  as  legal 
owners  of  the  physical  property,  and  they  would  hold  the  Canadian  Northern,  Grand 
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Trunk,  and  Grand  Trunk  Pacific  through  their  ownership  of  the  capital  stock.  The 
existence  of  these  three  companies,  and  also  of  their  various  subordinate  companies, 
would  nominally  continue  unchanged,  and  there  coidd  consequently  be  no  question  of 
the  disturbance  of  the  rights  of  the  bond  and  debenture  holders. 


OPERATION  OF  DOMINION  RAILWAY  COMPANY. 

So  soon  as  the  railways  above  specified  have  been  transferred  to  the  Trustees,  we 
recommend  that  they  should  jaroceed  to  operate  them  under  their  own  control.  Some 
time  must  necessarily  elapse  before  all  the  transfers  are  made.  But  we  see  no  reason 
why  the  Trustees  should  not  take  charge  of  each  railway  as  soon  as  the  arrangements  for 
its  transfer  are  completed.  The  ultimate  purpose,  to  be  kept  in  mind  from  the  beginning 
should  be  that  all  the  railways  should  be  operated  as  one  system.  For  purposes  of  day  to 
day  management  there  should,  we  think,  be  established  an  Operating  Committee,  as 
members  of  which  the  Trustees  should  have  power  to  add  to  themselves  not  more  than 
four  officers  having  the  rank  of  vice-presidents.  Sitting  in  this  committee,  these  officers 
should  have  votes  equally  with  the  Trustee.s.  But  all  matters  of  policy  and  finance 
should  be  reserved  for  the  Trustees  alone.  We  would  leave  it  to  the  future  discretion  of 
the  Trustees  whether  they  would  operate  the  railways  as  a single  system  from  one  centre, 
or  whether  they  would  constitute  two,  or  it  may  be  more,  grand  divisions.^ 


Finance  of  Dominion  Railway  Company. 

Under  the  scheme  which  we  recommend  the  Trustees  will  enter  into  possession  of  a 
complete  and  self-contained  system  of  20,000  miles.  The  present  fixed  charges  amount 
to  about  $34,000,000  per  annum,  or  $1,700  per  mile.  If  we  allow  another  $6,000,000  for 
annuity  to  Grand  Trunk  shareholders,  for  composition  with  Canadian  Northern  Income 
Debenture  holders,  and  for  interest  on  new  capital  required  immediately,  there  will  be  at 
the  outset  fixed  charges  of  roughly  $40,000,000  or  $2,000  per  mile.  In  respect  of  the 
3,777  miles  of  this  system  which  are  comprised  in  the  present  Government  Railways 
there  will  not  be  a single  dollar  of  bonded  indebtedness.  And  this  fact  will  be  of  con- 
siderable help  to  the  Trustees  in  their  necessary  financing.  We  assume  that,  in  addition 
to  the  purchase  of  equipment  by  means  of  equipment  trusts,  it  will  be  necessary  to  raise 
a good  many  million  dollars  for  improvements  and  betterments,  some  of  which,  such  as  a 
new  Grand  Trunk  yard  at  Niagara  Falls,  are  very  urgently  needed  at  the  present 
moment.  We  suggest  that  a General  and  Refunding  Mortgage  be  created,  charged  first 
upon  the  Intercolonial  and  Transcontinental  lines,  and  secondly  upon  all  the  remaining 
lines  of  the  system,  subject  to  the  existing  mortgages.  The  amount  of  the  mortgage 
should  be  unlimited.  The  rate  of  interest  on  each  issue  should  be  determined  at  the 
time  the  issue  is  made.  We  do  not  think  that  an  express  guarantee  of  the  Government 
would  be  required.  For  the  Intercolonial,  which  has  no  bonded  indebtedness  is  now 

und'erstand  that  the  Canadian  Pacific  Railway  had  at  one  itim-e  indepemdexiit  oi>eratdn€: 
and  traffic  vice-presidents,  for  the  lines  East  and  West  respectively  ; but  that  of  recent  years 
this  has  been  changed  ; and  that  niofw  the  whole  system  is  controlled  from  one  cemti'e,  and  that 
the  Canadian  Pacific  Railway  Board  are  satisfied  that  the  change  has  been  an  improvement. 
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earning  a s\ibstantial  net  income,  and  wlien  it  becomes  part  of  a great  system  we  cannot 
doubt  that  this  net  income  will  increase.  In  any  case  tbe  guarantee  should  be  unneces- 
sary in  a comparatively  short  time.  For  a system  of  20,000  miles  in  a rapidly  develop- 
ing country  should  be  able,  before  man.v  years  are  out,  to  carry  unaided  bonded  indebted- 
ness, which  would  not,  we  estimate,  need  much  to  exceed  $2,000  per  mile. 

Operation  to  be  on  a Commercial  Basis. 

We  have  recommended  that  the  Intercolonial  and  the  Transcontinental  lines  should 
be  handed  over  free  of  cost  for  the  reasons  which  we  have  given  above.  But  we  think  it 
should  always  be  Ixnme  in  mind,  both  by  the  trustees  and  by  the  public,  that  the  real 
capital  of  the  new  system  includes  the  cost  of  these  lines.  In  other  words  the  trustees 
are  responsible  for  a return,  not  merely  on  the  capital  of  the  companies’  railways 
acquired,  but  also  on  the  capital  invested  in  the  Government  railways.  For  though  the 
Government  railways  have  no  separate  capital  account,  properly  so  called,  their  construc- 
tion has  cost  the  peoi>le  of  Canada  $270,000,000,  and  the  people  of  Canada  are  paying 
interest  on  this  amount  ever.v  year  out  of  the  general  taxation  of  the  country. 

We  would  go  further  and  lay  it  down  in  terms  in  the  Act  of  Parliament  creating  the 
Board  of  trustees  that  it  was  the  duty  of  the  trustees  to  operate  their  system  as  a 
commercial  concern,  and  to  make  no  general  reduction  in  rates,  unless  ordered  so  to  do 
by  the  Kailway  Commission,  until  interest  at  a reasonable  rate  was  earned  on  the  whole 
cajiital  value  of  the  undertaking.  And  this  for  two  reasons.  We  believe  that  the 
obligation  to  work  the  system  as  a commercial  concern  in  competition  with  a well 
established  and  well  equipi>ed  rival  will  be  a stimulus  to  efficient  and  economical 
management.  And  further  we  think  that  reductions,  in  favour  of  certain  classes  of 
business  and  certain  commodities,  which  bring  the  railway  rates  below  a reasonably 
remunerative  basis,  are  wrong  in  principle.  Their  effect  is  to  conceal  the  fact  that  a 
bounty  is  being  given  to  certain  persons  and  certain  places  at  the  expense  of  the 
communit.v  at  large.  If  bounties  are  to  be  given,  as  to  which  it  is  not  for  us  to 
express  an  opinion,  we  think  the.y  should  be  openly  voted  by  Parliament,  and  not  given 
under  the  disguise  of  a railwa.v  rate  reduced  to  an  unremunerative  basis. 


Wide  Powers  to  be  Given  to  Trustees. 

We  consider  that,  subject  to  the  jurisdiction  of  the  Kailway  Commission,  the 
trustees  should  have  the  widest  jwwers  in  the  management  of  their  undertaking.  They 
will  have  to  decide  how  best  they  can  secure  both  efficienc.v  and  economy  by  combining 
what  have  been  hitherto  competing  systems.  They  must  decide  what  new  connections 
can  be  made  to  provide  shorter  routes;  which  lines  shall  be  operated  as  main  lines  and 
which  only  as  branches;  in  what  cases  two  single  lines  can  be  used  as  one  double  line; 
where  new  extensions  can  be  profitabl.v  built;  how  new  capital  can  best  be  provided; 
whether  any  of  the  existing  lines  shall  be,  at  least  temporarily,  abandoned.  But  they 
should  always  keep  in  mind  that  the  intention  is,  not  to  establish  local  monopolies, 
but  to  maiutaiu  reasonable  competition  between  their  system  and  that  of  the  Cana- 
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diaii  Pacific  Railway.  They  must  iiave  discretion  to  say  how  far  net  profits  are 
imperatively  required  for  railway  purposes,  and  how  far  they  may  be  safely  taken  to 
pay  a dividend  on  the  share  capital.  In  a word,  we  would  entrust  to  the  trustees  all 
the  responsibilities  and  powers  which  in  an  ordinary  company  are  divided  between  the 
directors  and  the  shareholders.  We  believe  that  the  desire  to  render  the  best  possible 
account  of  their  stewardship  to  the  people  of  Canada  will  be  a sufficient  motive  to 

induce  them  to  manage  the  railways  effieientlv  and  economically. 

a* 

Financial  Responsibility  of  Government. 

We  have  recommended  that  the  Government  should  assume  responsibility  towards 
the  trustees,  but  not  directly  towards  the  present  holders,  for  the  intere.st  of  all  the 
securities  charged  on  the  new  combined  system.  We  cannot  attempt  to  forecast  with 
any  accuracy  what  that  liability  will  be,  but  the  following  table  which  we  have  compiled 
shows  the  results  for  the  year  ending  .Tune  30,  1916,  of  the  operation  of  the  various 
undertakings  which  we  propose  should  be  put  together. 


FROM  REPORTS  TO  DEPARTMENT  OF  RAILWAYS  AND  CANALS,  JUNE  30,  R110  (EXCEPT  G.T.P.  BRANCH  LINES). 
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Prospects  of  Dominion  Railway. 

From  this  table  it  will  bo  seen  that  there  was  a nominal  surplus  of  income  over 
ex]ieiises  and  fixed  charges  of  $2,305,000.  Rut  the  above  figure  took  no  account  of 
interest  which  had  to  be  provided  for  on  the  Canadian  Northern,  Grand  Trunk  Pacific, 
and  Grand  Trunk  Pacific  Branch  Lines,  amounting  together  to  $12,050,000;  nor  for  a 
loss  of  some  $250,000  on  the  operation  of  the  Prince  Edward  Island  Railway.  The  total 
of  these  items  is  $12,900,000.  Deducting  the  surplus,  it  would  appear  that,  if  these 
railways  had  been  in  the  hands  of  the  trustees  for  the  year  ending  June  30,  1910,  and 
if  all  the  capital  ehai’ges  had  been  met  out  of  income,  the  trustees  would  have  had  to 
call  upon  the  Government  for  about  $10,500,000  to  make  up  the  deficiency. 

We  assume  that  the  results  for  the  year  ending  June  .30,  1917,  will  not  be  greatly 
different.  Gross  receipts  may  rise,  but  operating  expenses  are  rising  fast,  more  especially 
owing  to  the  high  jwice  of  coal,  the  severe  weather,  and  the  congestion  of  traffic.  When 
the  trustees  assume  office  they  will  have  to  face,  in  addition  to  the  preseiit  interest 
charges,  the  cost  of  settlement  with  the  convertible  income  debenture  holders  of  the 
Canadian  Northern,  of  the  annuity  payable  to  the  Grand  Trunk  shareholders,  and  the 
interest  on  the  capital  necessary  to  complete  the  system  and  to  make  urgently  needed 
betterments  and  additions.  Further,  for  reasons  we  have  already  given,  we  do  not 
consider  that  the  Grand  Trunk  dividend  is  a real  net  surplus.  It  ought  to  go  back 
into  the  maintenance  of  the  property.  On  the  other  hand,  the  economies  resulting 
from  the  amalgamation  of  the  Canadian  Northern,  Grand  Trunk,  and  Grand  Trunk 
Pacific  systems  ought  to  be  very  large,  as  soon  as  time  is  allowed  for  the  elimination 
of  wasteful  duplications.  We  do  not  venture  to  predict;  but  we  should  hope  that  the 
economies  will  at  least  balance  the  additional  charges  for  new  capital. 

If  then  we  take  as  a starting  point  a deficiency  of  roughly  $12,500,000  a year;  if 
we  assume  that  this  will  not  seriously  increase  for  the  next  year  or  two,  but  will  not,  on 
the  other  hand  diminish;  then  in  oi'der  to  reach  a position  of  solvency,  the  Dominion 
Railways  would  need  to  earn  an  additional  gross  income  of  some  $50,000,000,  and  to 
retain  one-quarter  of  that  amount  as  net.  The  present  gross  income  is  well  over  $100,- 
000,000;  and  it  is  not  rmreasonably  sanguine  to  hope  that  it  may  increase  50  per  cent 
in  the  course  of  six  or  seven  years,  if  Canada  continues  to  progress  at  a normal  rate. 
But  that  depends,  not  on  railway  management,  but  on  the  incalculable  future. 

We  do  not  make  any  detailed  estimates  either  of  probable  earnings  or  of  probable 
reductions  in  operating  costs  to  be  obtained  by  the  trustees’  system.  We  have,  how- 
ever, every  confidence  in  the  country,  its  resources  and  possibilities. 

The  Canadian  Pacific  has  been  and  is  a great  success.  Combined  under  a common 
management,  with  one  evenly  balanced  transcontinental  system  in  the  place  of  two  dis- 
jointed ones,  with  adequate  branches  both  in  the  West  and  in  the  East,  we  are  confident 
that  in  the  not  far  distant  future  the  success  of  the  Canadian  Pacific  ought,  at  least  to 
a very  large  extent,  to  be  repeated.  The  Dominion  Railway  at  an  early  date  should 
have  an  operating  revenue  as  large  as  that  of  the  Canadian  Pacific.  With  proper 
economic  and  politically  undi.sturbed  management,  the  attainment  of  a satisfactory 
financial  re.sult  is  only  a question  of  time. 
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Specimen  Economies  Resulting  from  Combination. 

We  will  not  risk  embarrassing  the  future  management  by  enumerating  possible 
economies  in  detail.  But  it  is  clear  that  very  considerable  savings  can  be  made  by 
the  amalgamation  of  duplicate  outside  and  local  agencies;  by  joint  stations  and  joint 
service  at  many  points;  by  coupling  up  the  Prairie  branches  so  as  to  afford  the 
shortest  outlet  to  market  centres  and  the  like.  Great  economy  can  also  be  secured  in 
operation  of  the  through  traffic.  East  of  Winnipeg  this  will  require  a small  amount 
of  new  capital  expenditure.  We  understand  that  the  land  between  Cavell  station  on 
the  Transcontinental  and  Longue  Lac  station  on  the  Canadian  Northern  lends  itself 
to  cheap  and  easy  railway  construction.  The  distance  is  35  miles.  By  the  construc- 
tion of  this  short  link,  a great  saving  of  operating  mileage  can  be  made,  and  the  best 
portions  of  both  systems  utilized.  By  the  combinations  of  the  Transcontinental  from 
Winnipeg  to  Cavell,  the  new  link  from  Cavell  to  Longue  Lac,  and  the  Canadian 
Northern  forward  from  that  point,  a route  superior  from  ever.v  point  of  view  to  the 
existing  routes  can  be  formed  for  Toronto  businesss.  The  Winnipeg-Toronto 
mileage  by  this  route  would  only  be  1.19T  miles.  This  is  shorter  than  any 
of  the  three  existing  routes,  which  are  as  follows;  Canadian  Pacific,  1,232;  Trans- 
continental and  Grand  Trunk,  1,25(1;  Canadian  Northern,  1,309.  The  combined 
route  will  also  greatly  improve  the  handling  of  traffic  from  Port  Arthur  to  all  points 
on  the  Transcontinental  east  of  Cavell.  This  traffic  at  present  is  hauled  back  to 
Superior  Junction,  188  miles  to  the  northwest,  before  it  starts  on  its  eastward  journey.' 
And  at  present  much  of  the  coal  used  on  the  line  follows  this  roundabout  route.  For 
grain  sent  east  from  the  Port  Arthur  elevators  to  Quebec  and  beyond,  the  combined 
route  will  also  offer  better  facilities  than  either  line  could  afford  separately. 

Similar  economies  can  be  secured  west  of  Winnipeg,  without  any  expenditure 
beyond  that  necessary  for  coupling  up  closely  adjoining  tracks.  The  Winnipeg-Van- 
couver  route  can  be  shortened  40  miles.  We  need  not  nndtiply  instances  or  attempt 
to  translate  the  resulting  economies  into  dollars.  It  is  sufficient  to  say  that  the  mere 
running  expenses  of  a through  freight  train  are  not  less  than  80  cents  a mile.  Fifty 
miles  means  $40.  Multiply  this  by  365.  and  there  is  a saving  of  nearly  $15,000  per 
annum  on  each  train,  sufficient  to  pay  the  interest  on  $500,(kX>  Grand  Trunk  Pacific 
3 per  cent  Dominion  guaranteed  Ixinds.  And  this  is  only  the  mere  running  cost, 
and  takes  no  account  of  other  transportation  expenses  or  of  the  reduction  of  main- 
tenance expenses  due  to  ceasing  to  maintain  superfluous  tracks. 


PART  VI. 

THE  DOMINION  AND  THE  PKOVINCES— PUBLICITY— GENERAL. 

Railway  Commission  Control. 


We  have  referred  more  than  once  in  this  report  to  the  Board  of  Railway  Com- 
missioners for  Canada,  and  have  recommended  that  the  system  of  the  trustees  should 
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be  subject  to  their  jurisdiction.  We  attach  great, importance  to  this  recommendation. 
Hitherto  this  Board  lias  had  juri.sdiction  only  over  the  railways  that  are  in  the  hands 
of  companies.  It  has  had  no  jurisdiction  over  (loveruinent  lines.  We  think  that  this 
distinction  cannot  be  justified,  and  that  the  Commission  should  have  juri.sdiction  over 
all  railways  other  than  those  operating  solely  under  provincial  charters.  The  public 
may  from  time  to  time  have  just  cause  of  complaint  against  the  management  of  any 
(•ailway.  It  is  not  right  that  any  one,  even  a (lovernment  official  or  a public  trustee, 
should  be  judge  in  his  own  case,  iloreover,  unless  the  final  decision  in  matters  of  rate 
policy  and  the  like  is  in  the  hands  of  a single  authority,  there  may  be  in  Canada  two 
conflicting  policies  at  the  same  time.  There  is  yet  another  reason  on  which  we  would 
lay  stress.  Railway  policy  is  a sealed  book  to  the  ordinary  citizen.  Why  tariffs  should 
be  fixed  as  they  are,  why  the  train  service  should  not  be  arranged  so  as  better  to  suit  his 
individual  requirements,  why  ears  cannot  always  be  available  for  everybody  everywhere. 
:he  cannot  understand.  The  normal  attitude  of  the  public  towards  the  railway  manage- 
ment, whether  in  the  hands  of  a company  or  a (lovernment,  is  one  of  mistrust,  if  not 
of  active  hostility.  It  is  a good  thing  both  for  the  railway  itself  and  for  its  patrons  to 
bring  the  management  out  into  the  open;  to  have  the  reasons  why  such  and  such  con- 
ditions exist,  why  certain  concessions  demanded  cannot  reasonably  be  granted,  frankly 
exidained  in  public.  If  there  is  nothing  else  gained,  it  is  a great  thing  to  have  brought 
the  complainant  and  the  railway  officer  face  to  face.  Even  when  they  fail  to  agree, 
they  are  likely  to  understand  each  other  better  in  the  future. 


Commission  to  Report  on  Charters. 

In  a second  respect  also  we  recommend  that  the  jurisdiction  of  the  Railway  (.dni- 
mission  should  be  enlarged.  Charters  for  new  railways  are  granted  by  the  Dominion 
granted  for  .'JT.S'ffi  miles  of  line.  Only  453  miles  were  actually  built.  In  the  two  fol- 
lowing years  there  were  granted,  according  to  a statement  made  in  the  Senate  by  the 
Parliament  in  great  numbers.  In  the  years  from  1900  to  1908,  lit!  charters  were 
lion.  Mr.  Davi.s,  on  April  6,  1910,  respectively,  68  charters  for  about  68, (100  miles, 
and  75  charters  for  about  75,000  miles.  We  think  that  no  charter  should  be  granted 
tiil  the  proposals  made  have  been  investigated  by  the  Commission,  and  the  (.''onnnission 
have  reixirted  whether  or  not,  in  thfeir  opinion,  the  construction  of  the  proposed  line 
would  be  for  the  public  advantage.  The  opinion  of  the  Commission  will  not  necessarily 
bind  the  action  of  Parliament.  But  Parliament,  before  deciding,  should  have  the 
benefit  of  the  advice  of  an  expert  and  impartial  autliority. 

And  on  Subsidies  and  Guarantees.  ^ 

We  think  also  that  no  subsidy  or  guarantee  should  be  granted  except  after  a 
similar  report  from  the  Commission;  and  that  no  subsidy  or  guarantee  should  he  voted 
in  any  se.ssion,  unless  it  has  been  jirovidcd  for  in  the  financial  budget  of  the  year;  and 
unless  a substantial  deposit  of  cash  or  securities  has  been  made  by  the  ]iromoters,  to 
prove  the  bona  fides  of  their  aiiplication. 


RAILWAY  IXQUIRY  COMMISSION' 


7 GEORGE  V,  A.  1917 

Overlapping  of  Dominion  and  Provincial  Control. 


Cases  have  occurred  iu  the  past  and  may  again  occur  in  the"  future,  in  which 
railways  are  chartered  by  Provincial  Governments,  competing  with  railways  under 
Dominion  charters,  and  so  withdrawing  from  the  latter  some  portion  of  the  traffic 
required  to  secure  the  solvency  of  their  line.  This  is  not  in  the  public  interest.  It 
cannot  be  for  the  general  advantage  of  Canada  that  a piroviucial  charter  should  be 
granted,  and  in  most  cases  also  provincial  financial  assistance  given,  with  the  result  in 
the  first  place  of  withdrawing  traffic  from  a road  with  a Dominion  charter,  and  so 
forcing  that  road  to  fall  back  upon  the  guarantee  which  has  to  be  met  out  of  the 
general  taxation  of  the  country;  and  secondly,  of  placing  uiron  the  province  a burden 
of  guarantee  which  the  province  subsequently  finds  itself  unable  to  bear,  and  which 
ultimately  it  has  to  throw  back  upon  the  Dominion  itself.  The  Dominion  Govern- 
ment, when  the  Canadian  Xorthern  applied  for  the  large  loan  of  $45,000,000  in  1014, 
was  confronted  with  the  possibility,  if  not  probability,  that  some  of  the  provinces  would 
default  on  their  guarantees  as  the  result  of  the  entirely  disproportionate  liabilities 
which  they  had  assumed. 

It  would  perhaps  be  difficult  for  the  Dominion  and  Provincial  authorities  to 
agree  upon  such  an  amendment  of  the  British  North  America  Act  as  would  for  all 
time  prevent  the  recurrence  of  Such  a situation  as  occurred  iu  1914,  as  a result  of  the 
provinces  dc-eply  pledging  their  credit,  not  for  an  intra-provincial,  but  for  an  extra- 
provincial undertaking,  clearly  outside  their  proper  ambit.  The  Dominion  Govern- 
ment ought,  however,  to  use  the  existing  powers  of  the  Act.  The  policy  should  be 
laid  down  that,  so  soon  as  any  provincial  legislature  incorporates  a raihvay,  it  becomes 
the  duty  of  the  Kailway  Commission  forthwith  to  investigate  the  necessity  in  the 
public  interest  of  its  construction;  and  further,  in  cases  where  financial  aid  by 
guarantee  or  otherwise  is  given  by  the  province,  to  ascertain  what  provision  has  been 
made  for  meeting  the  liabilities  which  may  thereafter  accrue.  The  Commissioners 
should  with  all  speed  report  their  findings  and  the  evidence  on  which  they  are  based 
to  the  Governor  General  in  Council.  And  in  any  case  in  which  it  is  found  that  the 
railway  is  not  required  iu  the  public  interest,  or  that  guarantees  have  not  been 
accompanied  by  proper  financial  provision,  the  Governor  in  Council  should  exercise 
his  undoubted  prerogative  and  disallow  the  vimvincial  Act.  It  is  necessary  tor  the 
sake  of  the  credit  of  the  provinces  as  a whole  to  make  sure  that  no  province  with  a 
population  of  less  than  41X>,Ot)0  shall  again  take  the  responsibility  for  a guarantee  of 
$4().000,(KWJ  in  respect  of  a single  undertaking. 

We  think  also  that  a single  company  should  not  be  under  duplicate  control. 
Take  for  instance  the  Canadian  Northern  main  line.  If  it  is  not  for  the  public 
advantage  of  Canada  as  a whole,  it  has  no  justification  for  existence.  Yet  the  portion 
of  the  line  in  British  Columbia  was  constructed  under  a British  Columbia  charter; 
and  a small  section  of  the  line  in  Saskatchewan  under  a Saskatchewan  charter.  It 
cannot  be  reasonable  in  principle  that  one  portion  of  the  through  route  should  be 
regarded  as  of  general  advantage,  while  another  portion  of  the  same  route,  feeding 
it  and  being  fed  by  it,  is  regarded  as  of  only  local  interest.  And  from  the  point  of 
view  of  practical  administration  it  is  highly  inconvenient.  We  recommend  that,  in 
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respect  of  all  future  charters,  the  Dumiuion  Goverumeiit  come  to  an  understanding 
with  the  Provincial  Governments  that  a railway  company  .shall  he  either  wholly  national 
or  entirely  local.  In  other  words,  neither  provincial  charter  nor  provincial  aid 
should  be  given  to  companies  or  subsidiaries  of  companies  already  possessing  a 
Dominion  charter;  and  on  the  other  hand  Dominion  aid  should  only  be  given  to 
companies  with  a Dominion  charter. 

We  further  recommend  that  there  be  conferred  on  the  Commission  power  to 
prescribe  minimum  as  well  as  maximum  rates,  so  that  reckless  and  unfair  competi- 
tion may  be  prevented.  A railway  that  gives  to  any  members  of  the  public  a service 
below  cost  is  unfairly  discriminating  against  the  rest. 

Audit  and  Publication  of  Accounts. 

We  think  it  is  of  great  importance  that  adequate  accounts  and  statistics  should 
be  kept  and  published.  We  consider  that  the  Board  of  Trustees  should  keep  and 
furuish  to  the  Kailway  Commissioners,  and  publish  for  general  information,  exactly 
the  same  accounts  and  statistics  as  the  other  railwaj'  companies  are  required  to 
furnish.  Further,  we  think  the  accounts  of  the  Board  of  Trustees  should  be  con- 
tinuously audited  by  a firm  of  public  accountants,  appointed  by  the  Finance  Minister. 
This  firm  should  be  selected  from  those  with  special  experience  of  railway  work.  And 
they  should  not  oidy  conduct  a financial  audit  in  the  strict  sense,  but  should  be 
instructed  to  advise  the  trustees  from  time  to  time  what  improvement  in  accounting 
methods  can  be  introduced,  and  what  special  investigations  of  cost  can  be  undertaken 
with  good  hopes  of  economics  resulting.  It  is  within  our  knowledge  that  modern 
methods  of  cost  accounting  are  at  the  present  time  being  applied  to  railways  on  this 
continent  with  considerable  success.  And  we  feel  that  in  taking  over  the  manage- 
ment of  so  large  an  undertaking,  with  a mileage  exceeding  that  of  any  railway  system 
ill  the  world  except  that  of  the  Prussian  State,  the  Trustees  should  have  the  benefit 
of  the  best  and  most  up-to-date  advice  obtainable.  The  auditors  should  make  a 
full  report  to  Parliament  once  a year  on  the  financial  status  of  the  Dominion  Railway. 

The  Railway  Commission  should  in  each  year  submit  to  Parliament  the  accounts 
received  both  from  the  Dominion  Railway  and  from  the  other  railway  companies 
and  should  accompany  them  by  a report  of  their  own.  This  report  should  set  out 
in  as  simifie  and  concise  a manner  as  possible  the  financial  relations  between  the 
Dominion  Railway  and  the  Government,  so  that  every  citizen  may  have  a clear  idea 
once  a year  what  total  amount  of  taxation  he  is  called  upon  to  pay  for  railway 
purposes.  The  report  would  naturally  divide  the  total  charges  into  subsidies,  guar- 
antees, and  other  suitable  heads.  And  these  charges  should  be  taken  up  into  the 
general  budget  of  the  Finance  Minister  as  a separate  and  distinct  entry.  Any  subsi- 
dies or  guarantees  given  by  the  Government  to  railways  other  than  those  comprised 
in  the  Dominion  Railway  system  should  be  included  by  the  Finance  Minister  in  the 
same  statement.  It  must  be  for  the  Government  and  the  people  of  the  country  to 
decide  how  much  money  they  will  find  out  of  the  general  taxation  for  their  railways. 
But,  in  order  that  they  may  decide  rightly,  it  is  essential  that  they  should  have  full 
information,  and  that  it  should  be’ brought  before  them  in  an  easily  intelligible  form. 
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At  present  railways  operating  solely  under  pi-ovincial  charters  are  under  no  obliga- 
tion to  make  returns  to  the  Dominion  ^Ministry  of  Railways.  Consequently  there  is 
no  complete  record  of  the  entire  railway  activities  of  the  country.  We  think  that  the 
Dominion  Government  should  come  to  an  understanding  with  the  Provincial  Govern- 
ments that  returns  should  be  made  to  the  latter  by  their  local  eompanies  in  the  same 
form  as  is  required  in  the  ease  of  Dominion  companies,  and  that  copies  of  these 
returns  should  be  tiled  also  with  the  Dominion  Government. 

Railway  Councils. 

There  is  another  matter  that  we  desire  to  bring  to  the  attention  of  the  Govern- 
ment and  the  Trustees.  In  several  countries  in  Kurope,  more  especially  in  Prussia, 
there  has  been  developed  with  great  success  an  organization  of  Railway  Councils.  These 
councils  are  both  Xational  and  Regional.  The  Xational  Council  in  Prussia  is  com- 
posed of:  (1)  official  representatives  of  the  Government  Departments  specially  con- 

cerned witli  railway  questions,  the  ^Ministers  of  Communications,  Commerce,  Agricul- 
ture, etc.;  (2)  of  representatives  of  Chambers  of  Commerce,  of  Agriculture,  of  Mines, 
and  other  persons  competent  to  speak  for  large  sections  of  railway  customers.  The 
Regional  Councils  are  of  a similar  constitution,  but  on  a smaller  scale  as  benefits  their 
local  limitations.  These  Councils  meet  twice  a year  or  oftener,  and  discuss  a prepared 
agenda  with  the  chiefs  of  the  railway  service.  They  are  competent  to  deal  with  ques- 
tions of  rates  and  fares,  facilities,  extensions,  improvements  and  all  other  matters 
affecting  the  public  interest.  They  have  no  executive  powers  whatever.  They  can 
only  criticize,  dissuade,  or  recommend.  But  the  universal  testimony  of  competent 
observers  is  that  the  system  is  a success;  that  the  influence  of  the  Councils  is  consid- 
erable, and  the  result  harmony  and  absence  of  friction  between  the  railway  adminis- 
tration and  the  public. 

We  do  not  think  that  the  time  is  ripe  for  the  formal  organization  of  a similar 
system  in  Canada.  But  we  think  the  central  idea  is  valuable.  And  we'  suggest  that 
the  Trustees,  when  they  get  into  harness,  should  consider  the  propriety  of  calling  a 
conference  of  representatives  of  merchants,  manufacturers,  agriculturists,  mine-owners, 
etc.,  and  discussing  with  them  all  such  questions  as  involve  the  interests  of  the  public 
as  well  as  the  railway.  And  we  think  the  Canadian  Pacific  Railway  should  be  invited 
to  join  the  conference.  If  the  experiment  proves  a success,  it  will  no  doubt  be  repeated. 
And  we  should  hope  it  would  ultimately  result  in  a permanent  organization. 

Railways  in  Excess  of  Existing  Requirements. 

We  feel  that  we  ought  to  draw  attention  to  another  important  point.  There 
are  now  three  trunk  lines  in  existence  running  from  Winnipeg  through  the  compara- 
tively empty  country  north  of  lake  Superior.  There  is  very  little-  traffic,  and  not 
much  prospect  for  its  early  development.  The  through  traffic  will'  be  shared,  in 
what  proportion  the  future  must  decide,  between  the  three  routes.  But  we  may  assume 
that  the  Canadian  Pacific  Railway  will  be  able  to  retain  on  its  own  through  route  all 
the  traffic  which  it  itself  originates.  And  the  two  new  routes  will  oidy  get  the 
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balance  to  carry.  It  cannot,  we  think,  be  expected  that  this  balance  will  he  sufficient 
for  a good  many  years  to  come  to  make  these  two  lines  self-supporting.  It  seems  to 
have  been  generally  assumed  that  they  would  afford  an  important  outlet  for  the  grain 
of  the  Prairie  Provinces.  Evidence  that  we  have'  had  before  us  seems  to  show  that 
only  quite  a small  fraction  of  the  grain  exported  from  these  provinces  has  hitherto 
followed  the  rail  even  as  far  as  Montreal.  The  jiroportiou  that  goes  through  all  the 
way  by  rail  to  the  Atlantic  seaboard  must  be  even  smaller.  And  there  seems  no  reason 
to  suppose  that  this  proportion  will  vary  to  an  important  extent.  For  a difference  of 
something  like  10  cents  per  100  pounds  between  the  charges  for  rail  carriage  and 
water  carriage  respectively — and  this  we  understand  to  correspond  to  the  normal  state 
of  affairs — will  always  enable  the  water  routes  to  retain  their  hold  on  the  traffic.  It 
follows  therefore  that  an  increase  of  100, 000, (XK)  bushels  of  wheat  exported  from  the 
prairies  might  only  mean  an  increase  of  2,0<X),000  bushels,  that  is  2,000  carloads,  or 
fifty  train  loads,  of  railway  traffic.  This  conclusion  is  borne  out  by  statistics  of  the 
Canadian  Pacific  Railway,  from  which  we  find  that  in  the  year  1911,  out  of  a total 
revenue  on  the  Lake  Superior  Division  (the  line  between  Fort  William  and  Sudbury), 
amounting  in  round  figures  to  $12,000,OIX),  less  than  $900,000  were  earned  from  the 
carriage  of  grain  and  flour,  including  grain  and  flour  for  local  consumption  as  well 
as  for  export,  while  $6,100, IX>0  were  earned  from  other  freight,  and  $5,000,000  from 
passengers,  mail  and  express. 

To  show  how  much  traffic  is  required  to  fill  a railway  up  to  its  capacity  and  to 
enable  it  to  pay  interest  on  its  cost  of  construction,  we  have  made  the  following 
calculation.  The  Minister  of  Finance  stated  in  Parliament  on  May  15,  1916,  that 
in  the  eleven  months  ending  February  2,  1916,  which  included  the  record  harvest  of 
1915,  Canada  exported  180,000,000  bushels.  This  is  equal  to  5,400,(X)0  tons  of  grain. 
We  will  assume  that  the  whole  of  this  grain  went  from  Winnipeg  to  Fort  William- 
Port  Arthur.  There  were  three  roads  to  carry  it.  This  gives  1,800,000  tons  available 
for  each  road.  Assuming  the  trains  to  run  with  an  average  net  load  of 

1,200  tons — and  in  fact  they  usually  carry  much  more — each  road  would  need  to 
run  1,500  trains,  or  for  the  eleven  months  an  average  of  only  41  trains 
per  diem.  Evidently,  even  under  the  quite  exceptional  conditions  of  the  harvest  of 
1915 — and  how  exceptional  this  was^  is  sufficiently  shown  by  the  fact  that 
in  the  corresponding  eleven  months  of  the  preceding  year  the  export  was  only 
90,000,000  bushels,  or  just  half — the  three  railways  would  not  be  worked  to  anything 
like  their  maximum  capacity.  Let  us  see  w'hat  the  net  earnings  would  have  been. 
We  take  the  average  rate  for  the  carriage  of  grain  as  4-2  mills  per  ton  irer  mile,  and 
we  will  assume  an  operating  ratio  of  only  66  per  cent.  Then  the  net  earnings  would 
have  been  1-4  mills  irer  ton  per  mile.  And,  as  l,SO0,0(X>  tons  went  over  each  road,  the 
net  earnings  would  have  been  1-4  mills  x 1,800,000  = $2,520  iier  mile  of  road. 
These  net  earnings  would  pay  interest  at  5 per  cent  on  a cost  of  road  amounting  to 
$52,400  per  mile.  Mow  the  average  cost  of  a mile  of  road  in  Canada  is  over  $70,000. 
In  other  words,  if  we  assume  that  the  roads  between  Winnipeg  and  Port  Arthur  were 
built  at  an  average  cost,  even  the  exceptional  volume  of  grain  traffic  of  the  year  1915 
would  not  alone  have  sufficed  to  pay  interest  at  5 per  cent  on  the  construction  cost, 
though  the  whole  grain  traffic  of  the  prairies  was  concentrated  on  them. 
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Highway  Improvement. 

We  think  the  Government  would  do  well  to  give  serious  consideration  to  the 
question  of  the  cost  of  bringing  grain  from  the  farm  to  the  railway  station.  The 
desire  of  the  farmer  to  reduce  the  cost  of  marketing  his  grain  to  the  lowest  possible 
point  is  natural.  We  do  not  belieVe  that  any  serious  reduction  of  rail  rates  can  be 
expected,  and  no  one  can  say  what  ocean  rates  will  be  in  the  future,  but  we  think 
that  the  wagon  cost  is  capable  of  considerable  reduction.  We  find  that  an  average 
rate  per  100  pounds  from  Battleford,  taking  this  as  a typical  point,  to  Liver- 
pool, may  be  put  at  not  more  than  50  cents  by  the  all-rail  route  to  Montreal. 
By  water  from  Port  Arthur,  which  route  carries  the  vast  proportion  of  the  traffic, 
the  through  rate  would  not  be  more  than  40  cents  per  100  pounds  on  the  average. 
On  the  other  hand,  typical  examples  of  tlie  cost  of  wagon  haulage  have  been 
brought  to  our  notice.  We  find  instances  of  a cost  of  33  cents  per  100  pounds 
for  a distance  of  13  miles,  and  of  54  cents  per  100  pounds  for  35  miles.  And  we 
are  informed  that  in  some  cases  grain  has  to  be  hauled  as  much  as  fifty  miles 
to  a station.  In  other  words,  in  cases  such  as  these  the  cost  of  delivery  at  the  station 
is  as  much  as  or  even  more  than  the  total  through  rate  from  the  station  to  Liverpool. 
What  method  should  be  adopted  to  cheapen  local  haulage  is  a matter  for  detailed 
consideration  in  each  individual  case.  But,  either  by  road  improvement,  coupled 
possibly  with  an  organized  system  of  mechanical  traction,  or  by  the  construction  of 
short  spur  lines  of  the  lightest  and  cheapest  possible  type,  we  are  persuaded  that  a 
good  deal  might  be  done  at  a very  moderate  expense.  And  we  therefore  commend  the 
matter  to  the  serious  consideration  of  both  the  Dominion  and  the  Provincial  Govern- 
ments. 


The  Hudson  Bay  Eailway. 

We  understand  that  construction  work  on  the  Hudson  Bay  line  has  been  sus- 
pended. We  think  that  the  work  should  not  in  any  case  be  recommended  till  more 
urgent  needs  have  been  met  and  money  is  more  easily  procurable.  And  if  the  work  on 
the  line  is  begun  again,  we  think  it  should  be  done  in  the  most  economical  manner 
possible,  and  only  up  to  the  standard  of  a local  line,  bearing  in  mind  that  it  cannot 
be  expected  for  many  years  to  come  to  be  self-supporting.  Considering  the  small 
advantage  in  rail  mileage  from  the  grain-growing  areas,  which  the  Hudson  Bay 
possesses  over  the  existing  routes  to  Port  Arthur,  and  that  from  many  districts  it 
possesses  no  advantage  at  all;  considering  further  the  short  and  uncertain  period  of 
navigation  in  the  bay,  and  that  grain  consigned  to  Port  Nelson  will  consequently 
always  be  liable  to  be  detained  there  for  nine  months  till  navigation  is  again  opened; 
considering  that  higher  ocean  freights  may  be  expected  to  absorb,  if  not  more 
than  absorb,  any  possible  saving  in  rail  rates,  we  cannot  believe  that  this  route  will 
ever  secure  any  serious  share  in  the  export  trade.  Still  less  can  we  think  that  it  will 
handle  an  import  business.  Unless  considerable  mineral  wealth  should  be  discovered 
in  the  territory  which  this  line  will  open  up,  it  must,  we  fear,  continue  to  be  almost 
indefinitely  a burden  upon  the  people  of  Canada.  And  everything  that  can  be  done 
should  be  done  to  make  this  burden  as  small  as  possible. 
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Steamship  Connections. 

The  question  of  steamship  connections  on  both  oceans  is  referred  to  us.  We  have 
not  reported  on  it.  To  deal  adequately  with  a question  of  such  vast  range  was  impos- 
sible in  the  time  and  with  the  means  at  our  disposal.  Further,  the  complete  revolution 
that  the  war  has  caused  in  the  shipping  trade  of  the  world  would,  we  feel,  make  any 
conclusions  or  recommendations  based  on  a study  of  either  war  or  pre-war  conditions 
valueless  for  guidance  after  the  war.  The  question  of  steamship  connections  naturally 
involves  the  question  of  ports.  This  question  also  we  have  refrained  from  touching. 
For  port  facilities  depend  on  available  steamship  connections  quite  <as  much  as  steam- 
ship connections  on  the  facilities  available  at  the  ports. 

Tendency  of  Railway  Rates  to  Rise. 

Before  concluding  our  report  we  desire  to  make  one  observation  of  a general 
nature.  The  average  ton-mile  rate  in  Canada  in  the  last  financial  year  was  -751  cents; 
in  the  United  States  the  figure  was  -732  cents,  which  is  practically  the  same.  In  the 
United  States  it  is  coming  to  be  generally  understood  that  this  rate  is  too  low  to  give 
the  railway  companies  an  adequate  return  on  their  existing  capital  and  that  conse- 
quently new  capital  cannot  be  attracted  to  railway  investment  in  sufficient  amount 
to  provide  for  necessary  new  expenditure.  And  this  fact  was  to  some  extent  recog- 
I nized  in  October,  1914,  by  the  Interstate  Commerce  Commission  in  their  approval  of 

I a flat  increase  of  5 per  cent  (with  certain  exceptions)  on  all  tariffs  in  the  portion  of 

I the  United  States  adjacent  to  Eastern  Canada.  And  if  an  average  rate  of  -73'2  cents 

I is  inadequate  in  the  United  States,  where  traffic  is  far  more  dense,  and  where  climatic 

; conditions  are  less  rigorous,  much  more  is  an  average  rate  of  -Ifil  cents  inadequate 

|i  in  Canada.  It  is  true  that  with  the  present  rates  the  Canadian  Pacific  Railway  pays 

j a dividend  of  7 per  cent  from  railway  operation.  But  as  we  have  already  pointed  out, 

that  company  has  some  $200,000,000  invested  in  the  property  on  which  no  interest 
has  to  be  paid.  Were  this  sum  represented  by  ordinary  stock,  the  dividend  from  rail- 
way operation  would  be  not  7 per  cent  but  4 per  cent.  And  the  Canadian  Pacific  has 
the  cream  of  the  Canadian  business. 

Necessity  for  Immediate  Action. 

It  is  to  be  anticipated  that  difficulties,  more  or  less  great,  will  need  to  be  over- 
come before  a final  settlement  can  be  reached  with  the  Grand  Trunk  and  Canadian 
Northern  Railway  Companies.  We  realize  that,  if  the  matter  were  dealt  with  in  the 
ordinary  manner,  it  might  be  a matter  of  months,  if  not  years,  -before  a final  settle- 
ment was  reached.  The  pressing  public  interest  demands  that  the  matter  be  not  so 
treated. 

We  think  instructions  should  be  given  by  the  Government  forthwith,  without 
waiting  for  further  action  on  this  report,  to  the  Canadian  Northern  and  Grand  Trunk 
Pacific  companies  to  discontinue  all  expenditure  on  works  in  hand,  unless  and  until 
express  permission  is  received  for  their  continuance. 
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We  will  enumerate  certain  other  matters  that  will  not  brook  delay.  In  the  West 
the  Canadian  Xorthern  is  not  giving,  and  is  not  able  to  give,  adequate  service  to  the 
grain-growers  in  some  important  districts  which  are  dependent  on  its  lines.  The  situ- 
ation in  the  Goose  Lake  district  is  highly  unsatisfactory.  The  branch  is  in  bad  shape 
and  is  not  fit  to  do  the  business  oft'ering.  There  is  absolutely  no  room  for  doubt  as  to 
the  lack  of  freight  ears  and  the  resulting  inconveniences,  and  even  in  many  eases  dis- 
tress. In  the  East  the  position  of  the  Grand  Trunk  is  most  unsatisfactory.  Beyond 
(]uestion  the  system  immediately  requires  at  least  2tK)  more  locomotives  and  at  least 
10,0t)0  freight  cars.  If  coal  famines  are  to  be  avoided,  and  the  proper  winter  movement 
kept  up,-  the  line  from  Burlington  Junction  to  Fort  Erie  urgently  requires  double 
tracking.  Other  improvements  are  imperative.  The  question  of  electrification  ought 
to  be  taken  into  consideration  forthwith. 

If  things  go  on  as  at  present,  the  traffic  conditions  of  this  year  will  in  all  prob- 
ability return  in  an  aggravated  form  next  winter.  The  old  equipment  will  be  a little 
older,  the  roadbed  will  be  in  a little  worse  condition.  And  the  situation  in  Eastern 
Canada  has  been  so  bad  this  winter,  that  there  has  been  much  difficulty,  specially  at 
Grand  Trunk  points,  in  rnaintaiiiing  a supply  of  grain  and  flour  from  the  West.  It  is 
imperative  that  strong  and  efficient  action  be  immediately  taken. 

Recognizing  the  probability  of  delays,  caused  by  the  efforts  of  the  companies  to 
secure  better  terms  from  the  Government,  vfe  think  that,  in  order  to  protect  the  busi- 
ness interests  of  the  country,  the  Government  should  immediately  put  itself  in  a posi- 
tion to  obtain  orders  appointing  receivers  for  the  Grand  Trunk  and  Grand  Trunk 
Pacific  systems.  We  recommend  that,  at  the  present  sitting  of  the  House,  an  Act  be 
])assed  constituting  the  Board  of  Trustees,  so  that,  in  case  receiverships  are  necessary, 
the  Trustees  may,  on  the  application  of  the  Government,  under  its  existing  rights  as  a 
creditor,  be  appointed  Receivers.  They  would  then  be  in  a position  to  take,  through  the 
courts,  the  necessary  steps  to  vest  the  properties  in  the  Dominion  Railway  Company  so 
as  to  constitute  the  new  system  that  we  have  recommended.  Should  the  companies  show 
themselves  ready  and  anxious  to  come  to  a prompt  agreement,  actual  application  to 
the  Courts  would  of  course  not  be  made. 

We  feel  that  the  appointment  of  receivers  is  not  in  the  interest  of  the  country's 
credit.  It  certainly  is  not  in  the  interest  of  the  companies,  as  the  evidence  of  this 
report  shows  that  the  property  of  the  Grand  Trunk  Company,  if  it  were  put  into  a 
receiver’s  liands,  would  leave  little  or  nothing  for  the  shareholders.  The  result  of 
court  proceedings  would  probably  be  to  divest  the  shareholders  of  all  interest,  and-to 
place  the  Government  in  the  position  to  take,  to  the  fullest  extent,  the  advantages  of 
their  legal  position  as  holders  of  defaulting  securities.  But,  though  we  hope  receiver- 
ships will  not  he  necessary,  we  think  the  Government  must  face  the  possibility  of  being 
compelled  to  take  the  course  we  have  indicated. 

In  the  case  of  the  Canadian  Xorthern  Railway  Company  no  ijroceedings  in 
court  are  requisite.  Under  the  provisions  of  section  34  of  the  Canadian  Xorthern 
Railway  Guarantee  Act.  1014  (4-5  Geo.  V,  chap.  20),  the  Governor  General  in  Council 
has  power,  when  authorized  by  Parliament,  to  declare  by  Order,  if  default  is  made  by 
the  company  in  payment  of  interest  on  the  $45,000,000  guaranteed  securities  (the  inter- 
est on  which  is  at  present  being  found  by  the  Government)  that  the  equity  of  redemp- 
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tion  of  the  company  is  absolutely  barred  and  foreclosed;  and  tbereuijon  the  whole 
property  becomes  vested  in  His  Majesty  in  right  of  the  Dominion  of  Canada. 

If  receiverships  become  necessary,  the  advantage  of  appointing  the  Trustees  as 
receivers  is  obvious.  The  Trustees,  with  the  Government  behind  them,  and  with  the 
approval  of  the  court,  would  be  in  a position  to  operate  the  roads  as  a combined 
system,'  to  purchase  much  needed  rolling  stock,  and  to  make  essential  improvements, 
in  a way  that  no  ordinary  court  receiver  could  do.  Receiverships  in  the  ordinary 
sense  would  only  result  in  greater  traffic  congestion  than  ever,  and  in  losses  not  only 
to  the  shareholders  but  to  the  country  at  large. 


PART  VII. 

SUMMARY  OF  CONCLUSIONS  AND  RECOiOIENDATIONS. 

We  summarize  our  conclusions  and  recommendations  as  follows: — 

1.  The  mileage  of  Canadian  railways  is  very  great  in  proportion  to  the  population 
of  the  country.  It  has  increased  out  of  proi')oi'tion  to  the  increase  of  population. 

2.  Canada’s  natural  waterways  make  railways  less  absolutely  necessary  than  in 
other  countries. 

d.  The  net  return  is  so  low  as  to  prove  that  more  railways  have  been  built  than 
can  be  justified  on  commercial  grounds  under  present  conditions. 

4.  The  public  investment  in  railways  is  very  large.  The  total  amount  of  public 
capital  involved  in  direct  construction  of  Government  lines,  and  cash  aid,  land  grants 
anil  guarantees  to  private  companies,  is  $908,451,000,  not  counting  the  value  of  lauds 
still  unsold. 

5.  Public  aid  to  the  principal  companies,  including  subsidies,  land  grants,  and 
guarantees,  amounts  to  over  $080,000,000.  In  the  ca.se  of  the  Grand  Trunk  Pacific 
it  amounts  to  nearly  two-thirds  of  the  total  investment ; in  the  case  of  the  Canadian 
Northern  to  over  three-quarters. 

0.  There  have  been  three  pliases  of  company  development:  (1)  unaided  enter- 

prise, (2)  assistance  by  subsidies  and  land  grants,  (3)  assistance  by  guarantees.  A 
guarantee  policy  is  dangerous  and  its  wisdom  questionable. 

7.  The  development  of  Canada  justified  two  transcontinental  lines.  It  did  not 
justify  three.  The  Grand  Trunk  and  Canadian  Northern  should  have  been  amal- 
gamated. 

8.  The  Grand  Trunk  Pacific  system  has  cost  nearly  $200,000,000.  The  interest 
charges  amount  to  over  $8,800,000  per  annum.  The  net  income  last  year  was  $82C,()53. 
The  liability  of  the  Grand  Trunk  Company  for  interest  amounts  to  over  >$5,000,000 
per  annum  at  present,  and  will  rise  to  over  $7,000,000  in  1923. 

9.  We  cannot  recommend  that  the  Grand  Trunk  Company  be  unconditionally 
released  from  their  liability.  The  resi)onsibility  for  the  National  Transcontinental 
line  rests  mainly  with  the  Government,  but  that  for  the  Grand  Trunk  Pacific  proper 
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belongs  primarily  to  the  Grand  Trunk.  The  Government  has  voluntarily  relieved  the 
Grand  Trunk  of  all  responsibility  for  the  National  Transcontinental.  In  respect  to 
the  Grand  Trunk  Pacific  i)roper  the  Government  is  fully  entitled,  morally  as  well  as 
legally,  to  call  upon  the  Grand  Trunk  Company  to  fulfil  its  contract. 

10.  The  Grand  Trunk  Company  proper  has  made  unjustifiable  charges  to  capital. 
Its  lines  have  not  been  adequately  maintained.  More  than  $21,000,000,  which  ought 
to  have  been  spent  on  maintenance  in  past  years,  has  not  been  spent.  New  capital 
expenditure  of  over  $30,000,000  is  immediately  required.  The  country  is  suffering 
from  the  company’s  inability  to  give  adequate  service.  The  Grand  Trunk  railway 
ought  to  be  managed  in  Canada,  and  not  from  Loudon. 

11.  We  recommend  that  the  control  both  of  the  Grand  Trunk  Pacific  and  of  the 
Grand  Trunk  be  assumed  by  the  people  of  Canada  on  terms  hereafter  set  out. 

12.  The  Canadian  Northern  has  been  financed  mainly  by  the  issue  of  guaranteed 
securities.  Till  191L  it  met  the  interest  fi’om  its  o\to  resources.  Since  that  date 
the  Government  has  assumed  very  heavy  obligations  on  behalf  of  the  company. 
There  is  little  prospect  that  the  company  would  be  able  in  the  near  future  to 
relieve  the  Government  of  these  obligations. 

13.  The  company’s  estimate  of  its  future  capital  requirements  is  too  low;  and  its 
estimates  of  probable  growth  of  earnings  have  been  and  still  are  unduly  sanguine. 

14.  We  estimate  that  as  a separate  undertaking  it  would  require  fully  $70,000,000 
of  new  'capital  within  the  next  five  years. 

15.  We  do  not  recommend  that  further  public  aid  be  given  to  the  Canadian 
Northern  as  at  present  constituted. 

16.  The  Canadian  Northern  common  stock  represents  no  cash  investment,  and  has 
no  present  value,  either  on  the  basis  of  the  cost  of  reproduction  of  the  property,  or  on 
the  basis  of  its  earning  power. 

17.  We  recommend  that  the  public  take  control  of  the  Canadian  Northern  Com- 
pany on  terms  hereafter  set  out. 

IS.  On  the  assumption  that  the  people  of  Canada  take  control  of  the  Grand  Trunk, 
Grand  Trunk  Pacific,  and  Canadian  Northern,  we  consider  possible  methods  of  man- 
agement and  operation. 

19.  We  do  not  consider  that  operation  by  a Minister  directly  responsible  to 
Parliament  ■would  be  in  the  public  interest.  It  would  not  secure  better  service  or 
lower  rates. 

20.  If  the  Government  operated  these  three  railways,  it  would  be  bound  in  fair- 
•ness  to  the  Canadian  Pacific  shareholders  to  take  over  their  railway  also.  The  Cana- 
dian Pacific  gives  good  service  and  should  not  be  interfered  with. 

21.  Special  objections  to  direct  Government  ownership  and  operation  are : — 

(.1)  That  Canadian  railways  operate  more  than  seven  thousand  miles  of 
line  subject  to  the  foreign  jurisdiction  of  the  LTnited  States; 

(2)  That  the  Canadian  Government  resources  are  required  for  war  purposes. 

22.  We  therefore  reject  the  idea  of  direct  Government  ownership  and  operation. 

23.  We  do  not  recommend  that  the  Grand  Trunk,  Grand  Trunk'  Pacific  and 
Canadian  Northern  Companies  be  allowed  to  go  into  the  hands  of  a receiver. 
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24.  We  recommend  that  the  control  of  these  three  companies  be  transferred  to  a 
new  body. 

25.  We  have  discussed  and  rejected  the  following  suggestions : — 

Transfer  of  all  three  railways  to  the  Canadian  Pacific. 

Transfer  of  the  Canadian  Northern  or  a portion  of  it  to  the  Canadian 
Pacific. 

26.  There  is  no  possibility  of  forming  a new  commercial  company  to  take  over 
the  three  railways.  Neither  the  Mexican  precedent,  under  which  the  Government 
becomes  a majority  shareholder,  nor  the  New  York  Subway  precedent,  under  which 
the  public  authority  shares  the  profits  with  the  private  shareholder,  is  applicable  to 
this  case. 

27.  Having  come  to  the  conclusion  that  direct  ownership  and  operation  by  the 
Government  is  to  be  avoided,  and  that  ownership  and  ojjeration  by  a commercial 
company  is  not  possible,  we  recommend  that  a new  public  authority,  a Board  of 
Trustees  be  incorporated  by  Act  of  Parliament  as  the  “ Dominion  Kailway 
Company”;  and  that  the  Canadian  Northern,  Grand  Trunk  and  Grand  Trunk 
Pacific  be  transferred  to  this  body. 

28.  We  recommend  that  the  Government  assume  responsibility  to  the  Dominion 
Ivailway  Company  for  the  interest  on  the  existing  securities  of  the  transferred  com- 
l)anies. 

29.  We  recommend  that  the  Intercolonial  and  National  Transcontinental  be  also 
transferred  to  the  Dominion  Railway  Company,  for  reasons  which  we  give  hereafter. 

30.  We  recommend  that  the  whole  of  the  Dominion  Railways  be  operated 

by  the  Trustees  as  one  united  system,  on  a commercial  basis,  under  their  own 
politically  updisturbed  management,  on  account  of,  and  for  the  benefit  of,  the 
people  of  Canada.  ^ 

31.  We  recommend  that  there  be  five  Trustees,  three  railway  members,  one  mem- 
ber selected  on  the  ground  of  business  and  financial  experience,  and  one  as  specially 
possessing  the  confidence  of  railway  employees;  that  the  original  Trustees  be  named 
in  the  Act  constituting  the  Board;  and  that  their  tenure  of  office  be  substantially  the 
same  as  that  of  judges  of  the  Supreme  Court. 

32.  We  recommend  that  the  original  Trustees  retire  after  3,  4,  5,  6,  7 years, 
respectively,  according  to  a prescribed  scheme;  that  they  be  eligible  for  reappointment; 
and  that  all  appointments  subsequent  to  the  original  statutory  appointments  be  by  the 
Governor  General  in  Council  on  the  nomination  of  the  Trustees  themselves. 

33.  We  lay  stress  on  the  importance  of  the  Board  being  non-political,  permanent, 
and  self-perpetuating;  and  in  this  connection  point  to  the  experience  of  the  Aus- 
tralian State  Railways. 

34.  We  give  reasons  for  concluding  that  railways  are  not  a proper  subject  for 

direct  Parliamentary  control.  We  point  to  a general  tendency  in  modern  democracies 
to  withdraw  certain  subjects  from  this  control.  And  we  show  that  under  Parliamentary 
control  the  general  interest  of  the  whole  community  tends  to  be  subordinated  to  the 
particular  local  and  individual  interests.  , 

35.  We  recommend  that  the  authority  of  the  Railway  Commission  be  extended  to 
include  the  Dominion  Railway  Company’s  system. 
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3G.  We  give  the  reasons  for  our  recommendation  that  one  of  the  Trustees  shall  be 
appointed  on  the  ground  of  his  possessing  the  confidence  of  the  railway  cmijloyees. 

37.  We  recommend  the  transfer  to  the  Trustees  of  the  common  stocks  of  the 
Canadian  Northern,  Grand  Trunk  and  Grand  Trunk  Pacific  subject  to  certain  condi- 
tions and  reservations  made  hereafter. 

38.  We  deal  with  the  question  of  the  compensation  to  Canadian  Northern  share- 
holders. We  find  the  charge  that  ilessrs.  Mackenzie  and  Mann  have  misappropriated 
public  moneys  unfounded.  We  find  that  the  Canadian  Northern  shareholders  possess  a 
system  of  which  the  lines  are  well  located  and  economically  constructed,  and  that  they 
have  raised  the  necessary  money  with  considerable  financial  skill  and  at  moderate  rates 
of  interest,  but  that  they  erred  in  unwisely  duplicating  lines  and  reaching  out  into 
unrcmunerative  territory. 

39.  We  recommend  that  the  question  be  considered  whether  Canadian  Northern 
shareholders  shall  be  permitted  to  retain  a moderate  proportion  of  the  $60,000,000 
shares  which  they  now  hold;  that  the  precise  i)roportion,  if  any,  and  the  relation  of 
that  proportion  to  their  share  of  any  future  profits  of  the  Dominion  Railway  Company, 
be  fixed  by  arbitration. 

40.  We  recommend  that  the  entire  share  capital  of  the  Grand  Trunk,  guaranteed, 
preference  and  ordinary,  be  surrendered  to  the  Trustees  in  exchange  for  an  annuity 
based  on  a moderate  but  substantial  proportion  of  $3,600,000,  the  average  sum  paid  as 
dividend  in  the  last  ten  years;  and  that  tliis  annuity  should  increase  by  40  or  50 
Iier  cent  after  the  first  seven  years. 

41.  We  recommend  that  the  preci.se  figure  be  fixed  by  agreement  and  that  it  be  left 
to  the  directors  of  the  Grand  Trunk  Company  (1)  to  apportion  the  annuity  among  the 
five  classes  of  Grand  Trunk  shareholders,  and  (2)  to  procure  such  assents  of  their 
shareholders  as  are  legally  required  to  complete  the  transfer. 

42.  We  give  reasons  for  considering  that  this  recommendation  is  generous  to  the 
Grand  Trunk  shareholders,  and  why  the  shareholders  in  their  own  interest  will  do 
well  to  accept  it. 

43.  We  recommend  the  transfer  to  the  Trustees  of  the  National  Transcontinental, 
in  order  that  it  may  take  the  place  it  was  built  to  take  as  part  of  a great  inter-ocean 
highway,  and  because  its  financial  position  would  be  hopeless  if  it  terminated  in  a 
dead  end  at  Winnipeg. 

44.  We  recommend  the  transfer  of  the  Intercolonial:  (1)  in  the  interest  of  the 
Maritime  Provinces  to  whom  the  Intercolonial  at  present  can  only  give  a local  service 
with  no  adequate  terminals  beyond  ^Montreal;  (2)  in  the  interest  of  the  taxpayer 
who  has  a right  to  demand  efficient  and  economical  expenditure  of  his  money;  (3)  in 
the  interest  of  the  railway  staff  who  will  secure  the  wider  opportunities  of  a great 
system. 

45.  We  recommend  that  in  future  the  Intercolonial  be  required  to  pay  local  taxes 
on  the  same  basis  as  the  other  railways;  and  that  the  inhabitants  on  the  line  receive 
statutory  protection  against  increase  of  local  railway  rates. 
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46.  We  make  recommendations  as  to  (1)  non-railway  property  of  the  transferred 
undertakings,  (2d  getting  in  minority  holdings  of  shares  and  outstanding  titles  to 
land,  (3)  arrangement  with  the  holders  of  Canadian  Northern  o ])pr  cent  Convertible 
Income  Debentures. 

47.  We  deal  with  the  legal  position  of  the  Trustees;  and  point  out  that  the  Cana- 
dian Northern,  Grand  Trunk  and  Grand  Tmnk  Pacific  ComiJanies  will  continue  to 
exist ; and  that  consequently  the  rights  of  their  security  holders  will  remain  undis- 
turbed. 

48.  We  recommend  that  the  Trustees  take  over  each  railway  as  soon  as  the  transfer 
can  be  effected,  with  the  i)urpose  of  ultimately  operating  them  all  as  a single  unified 
system. 

49.  We  deal  with  the  finances  of  the  Dominion  Railway  Company  and  point  out 
that  the  Intercolonial,  with  no  bonded  indebtedness,  has  a considerable  net  revenue,  and 
offers  security  on  which  new  capital  can  be  raised.  We  recommend  the  creation  of 
a General  and  Refunding  Mortgage  of  unlimited  amount,  to  be  issued  as  required. 

50.  We  recommend  that  the  Act  of  Parliament  provide  that  the  operation  of  the 
Company  shall  be  on  a commercial  basis,  and  that  the  Trustees  make  no  general  reduc- 
tion in  rates  until  the  property  earns  a reasonable  net  return. 

51.  We  recommend  that  there  be  given  to  the  Trustees  the  widest  powers  in  the 
management  of  their  iiroperty. 

52.  We  have  endeavoured  to  estimate  the  annual  liability  of  the  Government  to 
meet  interest  nnearned  during  the  first  few  years  of  the  new  scheme,  and  we  put  it  at 
about  $12,500,(XK)  per  annum.  We  think  this  amount  should  diminish  steadily  but 
not  slowly;  and  that  with  proper  economic  and  politically  undisturbed  management 
the  attainment  of  a satisfactory  financial  result  is  only  a question  of  time. 

53.  We  give  specimens  of  the  large  economies  which  should  result  from  combined 
operation. 

54.  We  recommend  the  enlargement  of  the  functions  of  the  Railway  Commission; 
that  it  liave  jurisdiction  over  all  Dominion  Railways;  and  report  to  Parliament  on  all 
proposed  grants  of  charters,  subsidies,  and  guarantees. 

55.  We  deal  with  the  conflict  of  Dominion  and  Provincial  jurisdiction.  We  recom- 
mend that,  to  prevent  this  in  future,  the  GoTCriior  iu  Council  sliould  in  certain  cases 
disallow  Provincial  Acts,  and  that  no  railway  comiiany  should  operate  under  both 
Dominion  and  Provincial  charters. 

56.  We  recommend  that  there  be  a continuous  public  audit  of  the  Dominion 
Railway  accounts,  and  that  full  and  comprehensive  reports  be  made  annually  to 
Parliament. 

,57.  We  recommend  the  establishment  of  Railway  Councils  to  bring  together  the 
railway  management  and  representatives  of  public  interests. 

58.  We  point  out  that  the  existing  railways  are  in  excess  of  public  requirements 
and  show  how  much  traffic  is  rc(iuired  to  make  a railway  profitable. 

59.  We  show  that  the  cost  of  hauling  grain  to  the  station  is  sometimes  as  great 
as  that  of  carriage  from  the  station  to  Liveri)ool,  and  recommend  that  the  question  of 
highway  improvements  and  motor  haulage  he  taken  into  consideration. 
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60.  We  recommend  that  future  expenditures  on  the  Hudson  Bay  Railway  be 
reduced  to  the  lowest  possible  amount. 

61.  We  point  out  that  railway  rates  are  much  more  likely  to  rise  than  to  fall  in 
tile  immediate  future. 

62.  And  finally  we  lay  stress  on  the  necessity  for  immediate  action  lest  Canada 
should  sulfer  from  railway  congestion  even  worse  than  that  of  the  past  winter. 

Respectfully  submitted, 


H.  L.  DRAYTON, 
W.  M.  ACWORTH. 
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REPORT  OF  MR.  A.  H.  SMITH. 

This  Commission  was  asked  to  report  upon  the  general  problem  of  transportation 
in  Canada.  Several  subdivisions  of  the  subject  quite  naturally  suggested  them- 
selves, and  were  made  a part  of  the  problem  to  which  the  Commission  was  requested 
to  give  attention.  Practically  all  of  the  subdivisions  have  received  consideration, 
but  the  general  problem  is  essentially  a question'  of  what  to  do  with  the  railroads  of 
Canada.  To  a constructive  solution  of  this  important  problem,  the  Commission  has 
given  its  attention. 

The  General  Problem  of  Transportation  in  Canada; 

For  a proper  understanding  of  the  problem,  a knowledge  is  necessary  of  the 
history  of  railway  development  in  Canada,  especially  as  affected  by  the  public  policy, 
which  has  found  expression  in  governmental  acts. 

Canada  early  recognized  that  its  growth  depended  upon  the  construction  of  rail- 
ways. The  large  productive  areas  of  the  country  could  be  served  only  in  a limited 
way  by  its  splendid  system  of  waterways. 

Even  before  the  eastern  provinces  became  united  into  the  Dominion  of  Canada, 
the  Grand  Trunk  had  become  an  important  railway  line,  serving  the  people  both 
of  Canada  and  the  United  States.  The  Intercolonial,  as  is  well  known,  was  con- 
structed out  of  public  funds,  and  largely  for  the  purpose  of  bringing  more  closely 
together,  commercially  and  politically,  two  more  or  less  separated  sections  of  the 
Dominion.  Long  in  advance  of  its  justification  upon  a commercial  basis,  an  all- 
Canadian  transcontinental  line  was  projected  by  the  Government  and  completed  with 
extensive  public  aid  by  a private  company  as  the  Canadian  Pacific. 

Because  of  the  great  distances  which  separate  parts  of  Canada’s  producing  terri- 
tories from  the  consumers’  markets,  development  of  the  country’s  resources  depended 
upon  railway  building,  while  cheap  transportation  was  neeessai'y  to  enable  the  peopile 
to  compete  with  other  producers.  The  people  of  Canada,  therefore,  gave  such  aid  as 
was  neeessai'y  to  procure  for  themselves  railway  lines  that  would  bring  the  country’s 
resources  into  use  and  keep  themselves  in  touch  with  the  outer  world. 

Cheap  transportation  depends  upon  careful  investment  and  efficient  management. 
In  the  usual  case,  these  are  most  likely  to  be  found  where  private  initiative  and 
proper  incentive  to  effort  are  employed.  So  far,  Canada,  for  the  most  part,  has  pur- 
sued the  policy  of  leaving  to  private  enterprise  the  management  of  its  transportation 
machinery.  The  Intercolonial,  which  has  been  under  governmental  control  since  its 
beginning,  is  an  exception.  But  this  line,  I am  informed,  usually  pays  nothing  to 
the  Government  as  a return  upon  money  invested  in  the  property.  On  the  contrary, 
it  has  frequently  called  upon  the  Government  for  aid  in  meeting  expenses  of  opera- 
tion. The  investment  in  this  line  is  large,  some  authorities  placing  it  as  high  as 
$.I48,0CK),000,  including  loss  of  interest.  Evidently  its  rates  are  too  low  or  its  expenses 
are  too  high,  but  the  use  of  this  line,  at  the  rates  enforced,  is  regarded  in  some 
quarters  as  a right  of  the  people  in  the  ^laritime  Provinces.  If  the  Canadian  people 
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have  ever  made  an  agreement,  or  adopted  a policy  whieli  may  he  construed  as  creating 
that  right,  the  contention  may  be  correct;  it  is,  at  any  rate,  within  the  power  of  Gov- 
ernment to  grant  such  a privilege.  The  fact  is  referred  to  merely  to  point  out  in 
connection  with  what  I shall  say  later  that  a railroad  may  he  built  either  as  a com- 
mercial enterprise  and  for  ordinary  commercial  purposes,  or  as  a public  under- 
taking and  for  other  jiurposes,  which  are  within  the  proper  scope  of  Government. 
The  two  should  not  be  confused.  But  it  should  be  kept  in  mind  that  when  Govern- 
ment builds  and  operates  a railway  which  does  not  pay  its  way,  including  proper 
maintenance  and  interest  upon  investment,  taxation  is  relied  upon  to  support  trans- 
portation upon  that  line.  The  burden  is  shifted  from  the  user  to  the  general  public, 
but  the  processes  by  which  this  is  done  are  often  so  complex  as  to  obscure  the  facts, 
and  actual  costs  are  not  ascertainable. 

The  Canadian  Pacific  affords  a later  example  of  the  internal  development  policy 
of  the  Government.  That  road  had  its  beginning  in  a transcontinental  imoject  that 
was  proposed  to  be  carried  out  directly  by  the  Government.  At  an  early  date,  and 
it  seems  to  me  wisely,  that  purpose  was  altered;  it  was  decided  to  have  the  road  com- 
pleted by  a private  company.  But  the  undertaking  was  large,  the  ixipulation  sparse, 
the  prospect  of  profit  remote,  so  that  the  Government  not  only  turned  over  to  the 
company  the  uncompleted  road  upon  which  it  had  expended  a large  sum,  but  it  also 
extended  to  the  company  generous  aid  in  the  shape  of  land  grants,  cash  subsidies, 
guarantees,  and  loans.  It  is  true  that  value  was  given  to  the  land  grants  largely 
through  the  building  of  the  road  and  the  openiiig  of  the  territory  to  settlement.  The 
important  point  here  is  that  the  Canadian  Pacific  owes  its  later  and  continued  suc- 
cess not  only  to  the  skill  and  enterpri.se  of  its  builders  and  managers,  but  to  the  fact 
that  through  liberal  direet  aid,  it  was  able  to  begin  business  with  a small  charge 
against  its  earnings  on  account  of  borrowed  capital.  Thus  favourably  started,  the 
company  was  able  to  devote  its  energies  and  surplus  Income  to  the  development  of 
the  road  and  the  country. 

A new  transportation  problem  arose  with  the  settlement  of  the  Prairie  Provinces, 
where  the  land  is  devoted  chiefly  to  raising  grain  and  live  stock.  Owing  to  the  long 
hauls  that  intervene  between  the  producer  and  consuming  markets,  freight  charges 
absorbed  a considerable  part  of  the  proceeds.  The  Great  Lakes  afforded  the  least,  expen- 
sive route  to  the  East  and  tidewater.  But  these  lakes  are  open  only  part  of  the  year, 
and  navigation  closes  before  the  season’s  crops  can  be  moved  from  the  lake  ports.  With 
the  filling  up  of  the  country  and  consequent  increase  in  production,  came  a general 
demand  for  additional  means  of  transportation.  While  laud  speculation  probably  had 
no  little  influence,  the  farmer  felt  the  effect  of  inadequate  facilities,  and  any  project 
that  promised  relief  appears  to  have  found  approval  among  citizens  who  were  able, 
through  their  legislatures,  to  bring  ])ublic  aid  to  the  development  of  these  enterprises. 
Bailroads.  therefore,  were  not  only  aetivel.v  in  demand,  but  railroad  builders  were 
popular  and  had  little  or  no  difficulty  in  obtaining  public  support  for  proposed  new 
lines. 

The  Canadian  Pacific  stood  as  an  example  of  success  to  be  repeated  by  newer 
railways.  Unfortunately,  too  little  attention  appears  to  have  been  given  to  the 
underlying  facts  which  aetuall.v  made  that  road  what  it  was.  Experienced 
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men  apparently  believed  that  a second  Canadian  Pacific  might  be  bad  if  they  could 
but  lay  a transcontinental  road,  build  great  hotels,  passenger  terminals,  and  operate 
ocean  steamers.  These  things  were  only  the  outward  evidence  and  not  the  cause 
of  the  Canadian  Pacific’s  prosperity.  It  may  even  be  that  they  contributed  little 
to  the  strength  of  that  company’s  financial  condition,  if  due  aceoum;  be  taken  of  all 
the  costs,  investment  as  well  as  operating,  involved  in  carrying  on  such  enterprise. 

In  May,  1UU3,  a Royal  Commission  of  Transixirtation,  of  which  Sir  William 
Van  Horne  was  chairman,  was  appointed  “ to  consider  questions  affecting  transporta- 
tion of  Canadian  jiroducts  to  the  markets  of  the  world  through  and  by  Canadian 
ports,  with  a view  of  placing  the  Canadian  producer  in  a iiosition  to  compete,  and 
compete  successfully,  through  all  Canadian  ports  with  the  producers  and  exporters 
of  other  countries.”  The  report  of  this  commi.ssion  is  interesting.  It  clearly  reflects 
the  effect  of  the  outlook  which  great  opixirtunities  and  a land  bpoom  had  upon  the 
minds  of  tlie  people.  All  kinds  of  transportation  projects  were  recommended.  For 
instance,  the  Grand  Trunk  Pacific  was  to  be  extended  to  Moncton;  the  Intercolonial 
■was  to  be  extended  to  Georgian  bay,  etc.  New  canals  were  to  be  built,  and  old  ones 
widened  and  deepened.  This  commission  also  recommended  a bounty  for  Canadian- 
built  ships,  toll-exempt  canals,  additional  waterways  to  be  opened  at  public  cxnens''. 
and  the  acquisition  of  water  terminal  lands  out  of  public  funds.  In  other  words,  it 
was  clearly  the  intent  that  transportation  should  be  stimulated  by  subsidies  from  the 
public  treasury. 

It  would  now  seem  that  there  could  not  have  been  in  sight  enough  traffic  to 
justify  the  extensive  development  here  recommended.  However,  many  of  the  things 
proposed  in  this  report  have  been  done,  and  other  ambitious  schemes  not  here  men- 
tioned have  since  been  brought  out.  The  point  in  mind  is  that  without  making  a 
specific  declaration  of  the  fact,  as  far  as  I know,  Canada’s  policy  for  years  ajipears 
to  have  been  to  promote  the  public  welfare  by  means  of  building  or  aiding  in  the 
building  of  transportation  lines  throughout  the  Dominion. 

It  is  unfortunate  that  Canada  did  not  have  a policy  of  regulation  in  this  period 
which  could  have  prevented  needless  duplication  of  lines  and  facilitie.s.  Competing 
lines  have  been  built  where  effective  regulation  could  have  saved  a large  part  of  the 
investment,  while  completely  satisfying  evei’j’  reasonable  and  proix?r  need  for  sendee. 
Instead  of  co-ordination  and  conservation  under  government  supervision,  railways 
were  permitted  to  duplicate  plant  in  fields  not  yet  productive  enough  to  support  the 
one;  the  Government,  on  the  other  hand,  was,  in  one,  way  or  another,  aiding  both 
projects,  if  it  had  not  ilidecd  itself  promoted  either  or  both  projects.  Very  naturally, 
it  has  not  and  could  not  have  obtained  the  benefit  which  should  have  followed  a 
correct  programme  of  government  aid.  The  policy  of  government  aid  makes  the  need 
for  regulation  of  railway  building  more  necessary  even  than  where  private  ca]utal  is 
depended  upon,  for  in  the  latter  case  the  proposal  must  at  least  have  a promise  of 
commercial  success  before  capital  can  be  induced  to  come  in  and  give  it  support.  To 
the  absence  of  such  regulation  must  be  charged  resi)onsibilit>'  for  no  small  part  of  the 
railway  problem- of  to-day. 
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We  may  well  inquire  here  as  to  the  effect  of  this  policy  upon  the  three  principal 
systems.  The  Grand  Trunk  Eail-way  Company,  feeling  no  doubt  that  its  own  traffic 
field  had  been  invaded  by  the  government-aided  t’anadian  Pacific,  desired  in  turn  to 
enter  the  promising  western  territory.  Accordingly,  it  projiosed  to  build  a line  from 
North  Bay  to  the  Pacific  coast.  Public  aid  was  required  and  granted  in  a way  to 
ensure  the  building  of  the  road.  If  any  serious  thought  was  given  to  co-ordinating 
existing  or  proposed  roads,  and  to  utilizing  them  for  the  public  good,  it  did  not  find 
public  expression  in  any  constructive  way.  The  Grand  Trunk  Railway  Company 
evidently  felt  confident  in  the  success  of  its  plans,  for  it  pledged  its  own  credit  in 
aid  of  the  extension,  and  entered  into  contracts  which  it  now  finds  quite  beyond  its 
ability  to  carry  out. 

Canadian  Northern  interests,  directed  by  Mackenzie,  Mann  & Co.,  who  since 
an  early  date  had  been  operating  local  lines  in  Manitoba,  seized  the  opportunity 
afforded  them  for  expansion  and  rapidly  extended  their  rails  throughout  the  Prairie 
region.  The  records  show  that  the  Canadian  Northern  had  a large  mileage  on  the 
prairies  before  the  projection  of  the  Grand  Trunk  Pacific;  so  that  when  the  extension 
plans  of  thejGrand  Trunk  became  a part  of  the  national  policy,  as  they  did  become,  the 
Canadian  Northern  was  added  to  the  number  of  those  who  wanted  to  own  a transcon- 
tinental system  and  one  as  fully  complete  and  self-contained  as  was  that  of  the  Cana- 
dian Pacific.  Hence,  we  find  two  new  companies,  both  built  largely  upon  public  credit, 
striving  for  first  place  in  a field  which,  as  for  transcontinental  transportation,  or  even 
as  for  connecting  Eastern  and  Western  Canada,  was  largely  occupied.  Besides  having 
the  Great  Lakes  waterway  there  could  have  been  barely  eno-ugh  business  to  support 
one  additional  line,  and  that  only  by  the  exercise  of  economy  in  operation  and  prudence 
in  investment. 

The  Canadian  Pacific,  enjoying  splendid  credit,  with  adequate  powers  and 
resources,  and  keenly  alive  to  the  possibilities  of  losing  business  to  competitors 
challenging  its  supremacy  everywhere,  then  entered  the  contest  by  undertaking  to 
build  new  lines  in  an  effort  to  protect  its  sources  of  revenues. 

The  stimulation  felt  throughout  the  country  by  the  influx  of  settlers  and  by  the 
importation  of  so  much  new  capital  not  only  created  a boom,  but  it  quite  naturally 
affected  prices  for  labour  and  materials,  sending  these  soaring;  the  increased 
prices  in  turn  contributed  largely  to  the  higher  costs  which  are  now  reflected  in  the 
construction  accounts  of  the  new  roads. 

This  brings  us  fairly  to  a recognition  of  the  fact  that  while  the  policy  of  public 
aid  to  railways  had  originally  been  founded  on  the  urgent  need  for  transportation  to 
open  up  a new  country,  to  develop  its  resources,  and  to  unify  Canada  commercially 
and  politically,  it  was  carried  far  beyond  the  limits  warranted  by  the  original 
exigency.  It  appears  to  me  that  the  responsibility  is  as  much  the  G-overnment’s  as  the 
private  companies’.  Without  enabling  legislation  and  the  extension  of  Government 
credit  from  which  all  received  their  essential  support,  the  companies  could  not  have 
expanded  and  overbuilt. 

This  i»licy,  in  so  far  as  it  aimed  at  the  development  of  Canada,  appeals  to  me  as 
sound,  and  fully  justified  in  its  inception,  but  it  needed  to  be  supplemented  by  some 
form  of  supervision  that  would  have  insured  to  the  people  the  benefits  of  that  policy 
without  the  losses  that  have  followed  the  effort  to  assist  development  indiscriminately. 
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The  situation  must  be  faced  as  it  exists.  It  is  not  possible  to  undo  what  has  been 
done;  the  money  which  has  been  spent  cannot  be  recalled.  The  immediate  and  obvious 
thing  to  do  is  to  adopt  a constructive  and  discriminating  programme,  first,  for  cor- 
recting the  conditions  which  necessitate  continuing  loss  and  waste,  even  where  that 
would  require  the  abandonment  of  useless  property,  and,  second,  for  controlling  new 
construction.  The  scrap  heap  is  frequently  the  most  economical  disposition  avail- 
able for  inefficient  plant  and  machinery. 

Status  and  Usefulness  of  the  Three  Transcontinental  Railway  Systems. 

The  Canadian  Pacific  Railway  System; 

The  Grand  Trunk  Railway  System  (including  the  Grand  Trunk  Railway, 
the  Grand  Trunk  Pacific  Railway  and  their  several  branches) ; 

The  Canadian  Northern  Railway  System. 

The  Canadian  Pacific  Railway  is  essentially  self-contained  and  self-sustaining. 
I agree  with  my  colleagues  as  to  its  financially  strong  position.  It  has  world-wide 
commercial  strength.  As  a result  of  the  aid  and  privileges  extended  by  Government, 
together  with  the  prudence  and  progressiveness  of  its  management,  which  has  extended 
its  field  of  activity  over  nearly  all  Canada,  and  through  its  steamship  lines  and  com- 
mercial organizations  throughout  a large  part  of  the  world,  it  is  a success. 

The  Canadian  Pacific  is  well  built,  well  maintained  and  has  adequate  terminals 
and  equii>ment.  It  is  efficiently  operated.  It  is  somewhat  at  a disadvantage  in  cro.ss- 
ing  the  mountains,  and  elsewhere  it  ha.s  gradients  that,  compared  with  more  recently 
built  lines,  do  not  make  for  as  good  trainload  and  operating  efficiency.  It  is  assumed 
that  the  Canadian  Pacific  will  make  improvements  as  the  need  for  them  arises,  for 
it  is  fully  able  to  do  so. 

Accorded  reasonable  treatment,  that  company  will  continue,  I am  sure,  to  give 
good  service,  and  I believe  the  best  interests  of  Canada  will  be  served  by  continuing 
the  present  status  of  the  Canadian  Pacific.  The  introduction  of  Government  railway 
competition,  which  might  have  no  regard  for  investment  or  cost  of  operation,  would 
be  unfair  and,  in  the  end,  would  react  disastrously  upon  the  Canadian  people.  The 
regulating  power  affords  to  the  people  of  Canada  adequate  protection  in  the  matter 
of  rates  and  services,  and  such  power  should  likewise  protect  the  company. 

THE  grand  trunk  SYSn’EM. 

The  fortunes  of  the  Grand  Trunk  Railway  Company  are  bound  up  with  the 
Grand  Trunk  Pacific.  It  stands  as  guarantor  for  large  sums  of  money  invested  in 
the  railway,  and  has  advanced  nnllions  from  its  own  resources  in  an  effort  to  develop 
the  western  line  and  its  subsidiary  properties.  The  Grand  Trunk  Pacific  Development 
Company  has  absorbed  many  millions  of  Grand  Trunk  capital  without  definite  pros- 
pect of  return,  and  to  the  Grand  Trunk  Pacific  Branch  Lines  Company  large  con- 
struction advances  have  been  made.  Not  only  is  the  Grand  Trunk  committed  for 
many  millions,  but  the  Government  has  directly  invested  large  sums  of  money  in  this 
property  and  guarantees  other  large  sums,  the  total  of  which  exceeds  $127,000,000. 
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The  Grand  Trunk  Pacific  was  located  on  a scale  that  would  do  credit  to  any 
single  track  line.  There  is  not  enough  business  to  justify  such  an  outlay,  aud  the 
prospect  for  business  which  will'warrant  the  cost  seems  quite  remote.  For  long  dis- 
tances, sections  of  this  line  parallel  one  or  more  other  lines. 

That  part  of  the  Grand  Trunk  Pacific  lying  between  the  Kocky  mountains  and 
the  Pacific  coast  is  in  a country  which  appears  to  have  abundant  natural  resources. 
In  time,  these  may  be  developed  to  the  advantage  of  this  road. 

The  port  of  Prince  Pupert  is  .suited  for  a large  ocean  traflic,  which  is  non- 
existent. The  develoi)inent  of  Alaskan  trade  seems  to  present  the  most  immediate 
possibility  for  this  port  and  railwa.y. 

The  road  west  of  Winnipeg  has  some  disadvantages  o)i  account  of  expensive 
trestles  and  instability  of  embankments.  It  has  good  grades,  but  inadequate  terminals 
at  important  places.  It  has  suflicient  equipment  but  lacks  feeders. 

From  the  Rocky  mountains  to  Winnipeg,  the  presence  of  parallel  roads  raises  a 
(luestion  as  to  whether  the  Grand  Trunk  Pacific  line  is  not  the  best  adapted  by  loca- 
tion and  pliysical  condition  to  handle  the  trunk-line  traffic.  If  it  is  not  the  best,  then 
the  disjxisition  of  this  part  of  the  road,  with  its  branches,  naturally  depends  upon  its 
usefulness  as  a road  serving  local  interests. 

From  Winnipeg  east  to  Xorth  Bay  and  Port  Arthur,  the  Transcontinental  and 
Grand  Trunk  Pacific  railroads  together  can  give  efficient  service  as  a connecting  link 
between  the  railways  of  Eastern  and  Western  Canada.  This  road  also  affords  a 
good  line  for  traffic  moving  via  the  Great  Lakes.  In  fact,  it  is  probably  the  best 
route  of  any  for  hauling  bulk  commodities  at  low  costs. 

Officers  of  the  Grand  Trunk  Railway  Company  claim  that  the  Government 
is  morally  bound  to  relieve  the  company  of  the  Grand  Trunk  Pacific,  because  the 
Government  is  responsible  for  the  failure  of  the  project,  having  permitted  a rival 
com])any  to  enter  the  field.  The  rival  line,  however,  has  been  constructed  at  a lower 
cost  per  mile,  and  manages  to  get  enough  traffic  to  pay  its  operating  expenses  and  a 
large  part  of  its  fixed  charges,  which  cannot  be  said  of  the  Grand  Trunk’s  system  west 
of  North  Bay.  I feel  that  I am  not  called  upon  to  discuss  the  merits  of  the  Grand 
Trunk’s  claim  against  the  Government.  1 have  no  doubt  the  Government  has  observed 
at  least  the  letter  of  its  contract. 

Standing  alone,  with  efficient  operating  conditions  imposed,  there  is  no  reason, 
witliin  my  knowledge,  why  the  Grand  Trunk  Railway  proper  should  not  become  a 
profitable  operation.  It  occupies  a good  territory,  reaching  some  of  the  best  traffic 
centres  in  the  United  States  and  Canada,  and  has  American  connections  that  ought  to 
contribute  to  its  welfare.  The  company  needs  terminal  improvements  in  cities  and 
modern  equipment,  especially  locomotives.  The  need  for  equipment  is  pressing,  and 
should  be  met. 

THU  CAX.MUAX  NoliTHERX  SYSTEM. 

The  lines  of  the  Canadian  Northern,  particularly  in  the  Prairie  Provinces,  appear 
to  be  advantageously  located  in  view  of  traffic  conditions.  Insi>ection  of  the  property 
brings  out  the  fact  that  this  road  was  built  with  pro])er  regard  for  economy,  and  the 
creation  of  a permanent  public  service  utility. 
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In  some  instances,  the  system  has  extended  its  lines  where  it  should  have  obtained 
a traffic  interchange  agreement  or  the  joint  use  of  facilities  instead,  at  least  until  the 
traffic  had  grown  enough  to  justify  further  expansion.  A public  policy  intended  to 
develojj  and  serve  the  country  as  a whole,  at  the  lowest  cost,  would  have  enforced 
arrangements  which  would  have  obviated  the  ncedle.ss  duplication  of  facilities. 

The  line  from  Yellowhead  pass  to  Vancouver,  in  i;art  at  least,  may  be  unnecessary, 
but  it  is  there  by  the  joint  action  of  Government  and  the  company.  The  character  and 
capacity  of  this  line  through  the  Fraser  Itiver  canyon,  where  it  is  alongside  the  Cana- 
dian Pacific  for  about  200  miles,  would  suggest  that  no  more  money  should  be  spent 
for  double-tracking  or  revising  grades  on  eitlier  of  the  railroads  for  years  to  come. 
From  Yellowhead  pass  to  Edmonton,  the  proximity  of  the  Grand  Trunk  Pacific  places 
two  lines  where  one  affords  abundant  capacity. 

The  invasion  of  the  East  by  the  Canadian  Florthern  now  appears  to  have  been 
unwise,  but  condemnation  thereof  must  be  tempered  with  a knowledge  of  the  conditions 
which  forced  this  extension.  There  was  a public  demand  for  railroads.  All  Canada 
was-  enthusiastic  over  the  prospects  of  a rapid  growth  in  wealth  and  population. 
Railroads  were  on  a competitive  basis,  and  the  imblic  stood  ready  to  back  any  new 
railroad  enterprise,  since  that  meant  a rival  carrier,  and,  incidentally,  a new  business 
in  construction.  There  was  no  regulation  which  enforced  co-operation  among  rival 
lines.  The  Canadian  Northern,  seeking  to  expand  and  become  a profit  earner,  quite 
naturally  desired  to  get  all  the  traffic  it  could,  and  to  hold  all  it  got  for  as  long  a 
haul  as  possible.  As  a result,  it  undertook  to  do  what  appeared  to  be  necessary  under 
the  conditions  then  existing — that  is,  to  extend  its  line  to'  both  oceans. 

An  inspection  of  this  company’s  property  shows  that  generally  it  is  of  a type 
of  construction  well  suited  to  its  needs,  and  that  the  builders  .have  installed  it  at  a 
cost  which,  by  comparison,  seems  small.  Nowhere  was  there  evidence  of  waste  in 
the  construction  work  itself.  It  is  true  that  the  company  had  some  construction 
under  way,  or  planned,  that  appeared  wasteful  because  unnecessary,  but  this  was  due, 
I understand,  to  the  unregulated  competitive  system,  or  to  bargains  with  public 
authorities. 

This  building  of  expensive  terminals  in  cities*  already  siqiplied  with  adequate 
facilities  affords  an  example  of  duplication  for  which  the  public  must  eventually 
pay.  However,  in  the  absence  of  re.straint  and  regulation  by  consistent  public 
authority,  it  is  difficult  to  determine  how  the  company  could  have  avoided  this. 

The  jirecarious  financial  situation  of  the  Canadian  Northern  is  due,  in  part, 
to  its  uncompleted  condition,  and  to  the  fact  that  needed  capital  cannot  be  obtained 
on  its  own  resources,  especially  during  the  period  when  capital  is  so  greatly  in  demand 
by  powerful  governments.  This  system  is  not  at  present  able  to  earn  all  of  its  fixed 
charges.  As  important  parts  of  the  system  have  but  recently  emerged  from  the 
construction  period,  it  would  be  truly  remarkable  if  it  were  able  to  do  so.  It  does 
earn  a very  large  proportion  of  such  charges,  and  probably  could  earn  all  of  them 
but  for  the  burden  of  eastern  extensions  and  duplications  that  have  been  placed  upon 
it.  Practically  all  commercial  enterprises,  and  particularly  railroads,  must  go  through 
a development  period. 
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The  Canadian  Northern  is  short  of  equipment.  With  the  return  to  normal  condi- 
tions, and  provided  with  the  capital  necessary  for  equipment  and  for  additional  local 
facilities,  this  road  can,  in  my  judgment,  work  its  way  out  in  a reasonable  time. 

Reorganization. 

We  are  asked  to  make  suggestions  in  regard  to  the  reorganization  of  any  of  the 
said  railway  systems  or  the  acquisition  thereof  by  the  State;  and  in  the  latter  case, 
the  most  effective  system  of  operation,  whether  in  conjunction  with  the  Intercolonial 
Railway  or  otherwise.” 

The  first  iiractical  que.stion  is,  therefore,  the  need  of  reorganization  of  any  of  these 
three  transcontinental  systems;  the  second  is  whether  they  should  be  acquired  by  the 
State;  and  the  third  is  whether  the  status  of  the  Intercolonial  can  bo  changed;  and, 
if  so,  can  the  road  be  advantageously  grouped  with  either  of  the  three  systems. 

In  such  suggestions  as  I shall  make,  I am  influenced  by  consideration  of  the  puhl'c 
policy  as  evidenced  by  past  governmental  acts.  I further  assume  that  the  existence  of 
these  roads  through  the  direct  aid  and  sanction  of  Government  is  conclusive  evidence 
of  the  fact  that  the  peoxile  really  desire  them.  That  they  were  built  in  advance  of  their 
need  for  ordinary  commercial  uses — a fact  which  is  emifliasized  by  the  present  abnormal 
economic  situation — does  not  appear  to  me  a sufficient  reason  for  condemning  the 
jwlicy  of  national  development,  or  the  wisdom  and  integrity  of  those  who  have  built 
the  roads  under  that  policy.*  Neither  do  1 think  that  there  exists  any  condition  to 
warrant  taking  up  a new  and  untried  public  policy,  which  may  lead  to  greater  diffi- 
culties than  those  which  are  now  faced. 

The  history  and  standing  of  the  Canadian,  Pacific  Railway,  and  its  public  service 
as  a"  carrier  to-day,  is  sufficient  assurance  that  it  does  not  need  reorganization.  The 
scope  of  its.  business,  extending  to  other  lands  by  steamships  and  commercial  connec- 
tions, and  the  control  of  many  thousand  miles  of  railroads  in  the  United  States,  would 
afford  sufficient  reasons,  if  none  other  existed,  for  dismissing  the  idea  of  its  acquisition 
by  the  State. 

So  much  of  the  Intercolonial  as  is  serviceable  to  the  Canadian  Pacific  appears  to 
be  now  used  by  it,  either  as  a local  connection  or  through  trackage  rights.  Moreover, 
the  two  have  existed  sejjarately  for  many  years  as  competitors  and  no  new  reason 
ai>pears  why  the  relations  of  the  Intercolonial  and  Canadian  Pacific  should  be  changed 
for  the  future,  unless  the  people  of  Canada  are  satisfied  that  better  results  would  be 
obtained  for  the  territory  served  by  the  Intercolonial  if  it  were  in  the  hands  of  the 
Canadian  Pacific, 

The  Grand  Trunk  Railway  Company  has  stated  that  it  is  beyond  its  power  to 
assume  and  carry  the  obligations  which  would  be  imposed  upon  it  if  it  should  try 
to  become  such  a transcontinental  system  as  the  pilaus  of  1901!  contemplated.  The 
company  has  not  attempted  to  bring  about  the  organization  of  a system  approxi- 
mating that  of  the  Canadian  Pacific  or  even  the  Canadian  Northern,  nor  can  it  do  so. 

In  view  of  the  parent  company’s  inability  to  carry  out  its  original  plans,  and  to 
discharge  its  obligation,  the  question  is,  what  disposition  is  to  be  made  of  the  various 
roads  which  were  intended  to  be,  but  did  not  become  part  of  one  operating  system. 
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My  colleagues  have  recomineiidcd  that  the  stockholders  of  the  Grand  Trunk 
Railway  Company  be  paid  an  annuity  which  is  to  he  a “ moderate  but  substantial 
portion  of  $3,600,000,  the  average  dividend  payment  for  the  last  ten  years.”  This 
recommendation  is  in  spite  of  the  facts  noted  in  the  report  that  there  are  arrears  in 
maintenance  which  require  the  expenditure  of  twenty-one  millions  of  dollars,  and 
that  the  company  has  charged  to  capital  items  which  should  properly  have  been 
charged  against  income,  these  facts  indicating  that  there  have  been  some  dividends 
jtaid  which  have  not  been  earned.  Considering  this  situation  and  also  the  obligation 
of  the  company  in  the  West,  I am  not  impressed  with  the  justice  of  paying  an 
annuity  to  the  stockholders  in  exchange  for  a surrender  of  this  iiroperty.  I also 
would  be  liberal  to  them,  but  1 would  allow  them  to  keep  their  property  and  give 
them  a chance  to  work  out  their  own  salvation.  To  that  end,  I would  recommend 
that  a settlement  be  effected  between  the  Government  and  the  Grand  Trujik  Railway 
Company.  ■ The  railway  cannot  carry  out  its  part  of  the  contracts,  and  it  should  be 
relieved  of  further  embarrassment.  On  the  other  hand,  the  stockholders  of  the  Grand 
Trunk  Railway  should  be  required  to  curtail  or  forego  their  dividends  for  the  present, 
and  the  entire  earnings  be  applied  to  the  rehabilitation  of  the  road  through  a term 
of  years.  The  Government  thus  gives  up  a present  claim  which  the  debtor,  cannot 
pay  anyway ; in  turn,  it  will  enjoy  improved  and  extended  service  which  may  be 
worth  far  more  to  the  welfare  of  the  people.  I should  also  give  the  Government  some 
claim  upon  the  future  earnings  of  the  Grand  Trunk,  so  that  it  may  share  in  any 
future  prosperity  which  this  action  makes  possible. 

Reorganization  of  the  Grand  Trunk  is  desirable  only  in  so  far  as  it  shall  be 
required  to  put  itself  in  shape  to  discharge  efficiently  its  functions  as  a carrier. 
Whether  it  shall  retain  all  of  the  subsidiaries  which  it  has  accumidated  through  the 
past  fifty  years  depends  -in  large  measure  on  what  they  can  contribute  to  the  main 
property.  Careful  study  of  each  of  the  subsidiaries  will  lead  to  definite  conclusions 
from  the  standpoint  of  the  Grand  Trunk  and  its  future  welfare. 

What  the  Grand  Trunk  needs  most  of  all  is  to  be  relieved  upon  eijuitable  terms 
of  the  embarrassment  that  it  has  incurred  through  the  failure  of  the  transcontinental 
scheme.  The  acquisition  by  the  State  of  the  Grand  Trunk  Railwa.v  proper  presents 
much  of  the  embarrassment  that  would  obtain  in  the  effort  to  acquire  the  Canadian 
Pacific,  for  here  also,  in  addition  to  the  question  of  equity  involved,  there  is  the 
problem  of  some  two  thousand  miles  of  railroad  owned  in  the  United  States;  and  the 
fact  that  the  Grand  Trunk’s  principal  seaport  is  in  the  United  States. 

The  investigation  of  the  Canadian  Northern  by  the  Commission  has  disclosed 
evidence  of  skill  in  construction  and  efficiency  in  management,  considering  the  means 
and  equipment  available.  The  company  even  now  earns  a large  part  of  its  fixed  charges 
although  important  parts  of  the  system  have  been  in  operation  for  but  a year.  I think 
there  is  ample  justification  for  confidence  that  the  affairs  of  the  company  will  improve 
with  the  return  of  normal  conditions.  I see  no  reason  for  a change  of  management  or 
a reorganization,  excepting  as  hereinafter  suggested. 

It  may  be  well  here  to  consider  the  relation  of  the  Intercolonial  to  the  other  roads, 
and  the  possibility  of  operating  it  in  conjunction  with  any  of  them.  I have  shown 
its  relation  to  the  Canadian  Pacific.  The  main  line  of  the  Intercolonial  is  about 
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1,090  miles,  from  Montreal  to  Halifax.  It  lias  occupied  the  territory  for  fifty  years 
and  lias  become,  adapted  to  it.  There  are  apparently  no  oiierating  economies  available 
by  combining  it  with  another  system  that  are  not  available  to  it  alone.  Assuming 
proper  regulation,  there  appears  to  be  no  traffic  interchange  that  could  be  better 
assured  by  merger.  I am  informed  that  the  Maritime  Provinces  consider  the  use  of  the 
Intercolonial  as  a right  to  which  they  are  entitled.  Moreover,  the  Government  has 
built  the  Transcontinental,  a part  of  which  was  in  compliance  with  plans  of  the  Grand 
Trunk,  while  the  rest  of  it  is  so  placed  that  it  ought  to  continue  to  be  operated  in  con- 
.iunction  with  the  Intercolonial.  The  present  status  of  the  Intercolonial  and  the  eastern 
part  of  the  Transcontinental  should  be  continued  as  a government  operation.  The 
results  of  such  operation  should,  however,  be  reported  to  the  people  of  Canada  in 
exactly  the  same  form  as  is  requii'cd  from  other  railroads.  And  these  roads  should 
bo  subject  to  the  same  reasonable  regulation  as  is  exercised  over  all  other  railroads. 

Mention  might  be  made  here  of  the  railroad  that  the  Government  is  building  from 
the  Saskatchewan  river  to  Hudson  bay.  The  object  in  the  construction  of  this  road 
has  been  stated  to  be  that  of  obtaining  a shorter  haul  from  the  western  provinces  to 
Europe.  The  bulk  of  the  traffic  to  follow  this  route  must  necessarily  be  diverted  from 
the  roads  extending  from  Winnipeg  to  the  East,  so  that  the  project  seems  to  be  an 
instance  of  competitive  construction  which  cannot  be  justified  in  this  case,  even  on 
the  ground  that  it  opens  up  new  territory. 

There  are  numerous  local  railway  projects,  within  provincial  limits,  which  at  the 
moment  seem  to  have  little  effect  upon  this  general  railroad  problem.  Disposition  of 
these  may  well  await  develoisments  as  to  their  necessity  and  utility  when  they  assume 
operation.  There  is  little  that  can  be  said  just  now  as  to  their  probable  relation  to  the 
existing  means  of  transportation. 

The  Great  Lakes  and  the  St.  Lawrence  route  furnish  a natural  route  from  the 
western  country  to  the  East,  and  to  the  Atlantic  ocean  for  a part  of  the  year.  Numerous 
steamship  lines  between  Port  Arthur  and  Georgian  bay  or  the  lower  lakes  and  St. 
Lawrence  river  i>orts  afford  adequate  transportation  under  normal  conditions,  though 
somewhat  affected  by  customs  requirements  and  other  factors.  In  view  of  the  heav’y 
movement  of  grain  in  the  last  three  months  of  navigation,  regulations  governing 
shipping  should  be  as  favourable  as  practicable,  for  the  hauling  of  grain  over  the  long 
distances  to  the  eastern  seaboard  by  an  all-rail  route  involves  a problem  in  car  supply 
and  cost  which  renders  such  a haul  unprofitable  for  rail  lines. 

The  success  'of  the  Canadian  Pacific  steamship  lines  has  led  to  the  suggestion  by 
some  that  the  other  railroads  ought  also  to  establish  steamship  lines.  I do  not  believe 
that  this  success  was  primarily  due  to  the  railroad  ownership  of  the  ships.  Temporarily 
the  war  seems  to  have  put  a stop  to  plans  for  railroad-owned  steamships.  If,  at  the 
close  of  the  war,  it  is  to  be  tried  again,  it  would  seem  advisable  first  to  ascertain 
whether  other  ships  cannot  be  induced  to  schedule  sailings  before  railroads  incur  the 
responsibility  of  making  additional  investment  in  ships.  There  are  ships  running  in 
regular  postal  routes  with  subventions.  Perhaps  the  Government  might  well  require, 
in  connection  with  its  subventions,  that  ships  give  equal  service  to  the  railroads  with- 
out discrimination  among  them,  thus  removing  another  cause  for  the  employment  of 
duplicate  facilities. 
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In  visiting  the  various  ports,  I was  impressecj  with  the  facilities  installed  and  being 
installed.  At  Halifax,  particularly,  important  works  were  actively  under  way,  neces- 
sitated, I believe,  by  the  overseas  traffic  for  war  purposes.  It  is  likely  that  the  futm'e 
development  of  steamship  terminals  in  connection  with  railroads  will  bo  difficult  to 
fix  until  normal  conditions  resume.  Meanwhile,  the  Atlantic  seaports  are  so  much 
involved  in  the  emergencies  of  war  as  to  place  them  beyond  the  scope  of  this  inquiry. 
In  any  event,  such  works  of  harbour  improvement  and  development  as  are  the  result  of 
war  measures  will  be  there  at  the  close  of  the  war  as  a foundation  for  what  the  future 
may  hold. 

I am  unable  to  join  my  colleagues  in  their  recommendations.  They  propose  that 
practically  all  of  the  railways  in  Canada,  except  the  Canadian  Pacific  and  the 
American  lines  shall  be  turned  over  to  a corporation  to  be  managed  by  a board  of 
trustees  appointed  by  Government.  They  insist  that  this  board  is  to  be  permanent 
and  self-perpetuating.  I do  not  know  by  what  means  one  Parliament  can  bind  its 
successors  to  a given  policy,  especially  in  so  simple  a matter  as  changing  the  organiza- 
tion of  a government  board.  My  friends  seem  to  avoid  government  ownership  and 
opieration,  in  fact  condemn  it  as  inadvisable,  but  propose  a plan  which  contains  so 
many  elements  of  danger  in  the  direction  which  is  sought  to  be  avoided  that  I am 
unable  to  join  them. 

Their  plan  would  add  about  a billion  dollars  to  the  direct  debt  of  Canada.  The 
interest  on  this  is  about  forty  millions,  adding  very  largely  to  government  expenses. 
Judging  from  the  experience  Canada  has  had  with  its  government  railways,  it  is  fair 
to  assume  that  this  would  remain  a permanent  burden.  Operated  by  private  com- 
panies, this  interest  would  ultimately  be  borne  by  the  companies  without  recourse  to 
the  government  funds,  and  at  the  same  cost  of  service  to  railway  patrons  as  would 
obtain  under  government  operation. 

Their  plan  also  leaves  out  some  of  the  railways.  This  is  unfair  to  the  investors 
whose  property  is  to  be  subjected  to  government  competition.  It  also  discriminates 
in  the  method  by  which  the  respective  properties  are  to  be  acquired.  I cannot  approve 
the  proposed  centralization  of  control.  There  are  problems  local  to  separate  regions 
which  often  require  prompt  action  and  co-operation  between  the  railroads  and  the 
people  served.  There  is  a need  everywhere  for  that  prompt  and  efficient  service  which 
can  come  only  from  a knowledge  of  local  conditions  and  responsibility  for  meeting 
them.  I cannot  believe  that  centralization,  remote  responsibility  and  control,  will 
ensure  good  service  to  the  people  of  Canada. 

The  recommendation  creates  a Dominion  Railways  Company  owned  by  the 
Dominion  Government,  to  take  over  those  roads.  There  are  about  7,000  miles  in  the 
United  States  controlled  by  Canadian  companies.  The  Canadian  railways  depend 
for  no  inconsiderable  portion  of  their  revenue  on  United  States  traffic.  A funda- 
mental defect  of  the  plan,  therefore,  is  in  placing  the  Government  in  the  railroad 
business,  not  only  in  Canada,  but  also  in  operating  railroads  in  the  United  States 
subject  to  both  federal  and  state  regulation. 

Through  private  railway  management,  Canada  has  obtained  about  one  mile  of 
railroad  for  each  $30,000  of  Government  aid  of  guarantees,  which  is  but  a fraction  of 
tbe  cost  of  Government  railroad  undertakings.  In  some  instances,  a large  proportion 
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of  the  aid  was  in  lai  /„  the  value  of  which  jiroduced  hy  the  building  of  the  railroad 
and  the  settlement  thereby  made  possible.  Compared  with  the  total  outlay  involved 
in  producing  railroads  by  the  Government  itself,  as,  for  instance,  the  case  of  the 
Intercolonial  or  the  Transcontinental,  from  three  to  six  times  that  amount  have  been 
used  to  realize  equal  results.  This  shows  distinctly  the  value  of  enlisting  and  retaining 
private  enterprise. 


The  Obvious  Remedy. 

Let  us  review  the  salient  facts  concerning  each  company; 

The  Canadian  Pacific  is  amply  able  to  take  care  of  itself.  It  can  and  does  provide 
competition  with  the  other  railroads.  In  order  to  be  most  serviceable  to  Canada,  it 
should  be  continued,  subject  only  to  such  equitable  regulation  as  is  accorded  to  all  lines. 

The  Grand  Trunk  succeeded  in  the  East  and  failed  in  the  West.  The  Canadian 
Northern  succeeded  in  the  West  and  was  jeopardized  by  its  eastern  expansion. 

There  is  extensive  duplication  of  lines  in  the  West;  the  unsuccessful  Grand  Trunk 
Pacific  lines  are  found  among  the  successful  Canadian  Northern  lines.  Public  policy 
demands  the  unification  of  these  lines,  for  great  economies  could  be  thereby  accom- 
plished. 

There  is  extensive  duplication  in  the  East;  the  new  Canadian  Northern  lines 
among  the  older  lines  of  the  Grand  Trunk  proper.  Great  economies  in  proposed 
investment  and  operating  expenses  await  the  joint  working  of  these  properties. 

There  is  wasteful  duplication  in  the  connecting  region  between  North  Bay  and 
Winnipeg,  where  the  Canadian  Northern  line  parallels  the  government  line.  Economy 
awaits  the  joint  working  of  these  lines. 

Consideration  of  all  phases  of  the  problem  leads  me  to  recommend  the  following 
remedies  for  the  existing  situation ; — 

Let  the  Canadian  Pacific  alone;  let  the  Grand  Trunk  operate  the  eastern 
lines  now  held  by  that  company  and  the  Canadian  Northern;  let  the  Canadian 
Northern  operate  the  western  lines,  now  held  by  that  company  and  the  Grand 
Trunk  Pacific  system;  let  the  Government  operate  the  connections  or  procure 
their  operation  by  private  companies;  all  of  which  should  be  done  under 
arrangement  that  are  equitable  and  yet  look  to  the  not  distant  day  when  the 
country  will  have  survived  the  war  and  resumed  its  prosperous  growth. 

There  may  be  several  ways  by  which  this  can  he  brought  about,  but  the  one  that 
has  appealed  to  me  is  that  which  seems  to  be  the  least  disturbing  of  values  and  credit 
and  involves  no  untried  schemes  or  protracted  disputes.  Therefore.  I beg  to  make  the 
following  suggestions : — 

1.  Amend  the  regulating  policy  so  that  the  Railway  Commission  may 
have  jurisdiction  over  all  railroads  in  the  matter  of  maximum  and.  minimum 
rates,  the  issuance  of  securities,  the  building  of  new  railways,  or  the  extension 
of  lines,  and  other  matters  properly  within  the  scope  of  governmental  super- 
vi.sion. 

2.  Create  a board  of  trustees,  consisting  of  two  government  officials  and 
three  private  citizens  to  act  for  the  Government  in  the  matters  hereinafter 
proposed. 
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3.  Relieve  the  Grand  Trunk  Railway  Company  of  its  obligation  to  lease 
the  Transcontinental,  and  require  the  company  to  relinquish  all  claims  upon 
the  Transcontinental;  require  it  to  lease  to  the  Board  of  Trustees  the  Grand 
Trunk  Pacific  railroad  properties  at  a rental  amounting  to  the  net  annual 
fixed  charges;  require  it  also  to  take  under  lease  the  Canadian  Northern  pro- 
perties east  of  North  Bay  and  Parry  Sound,  and  pay  as  a rental  the  net  fixed 
charges  on  those  properties.  The  time  of  the  lease  should  be  for  twenty-one 
years.  The  Grand  Trunk’s  investments,  otlxer  than  railroad,  in  the  West  may 
he  disposed  of  by  the  company  as  it  may  elect,  and  in  accordance  with  its  best 
interests. 

4.  Require  the  Canadian  Northern  Railway  Company  to  confine  its  opera- 
tion to  the  field  west  of  Winnipeg.  Relieve  it  of  the  line  east  of  Winnipeg 
by  leasing  for  twenty-one  years  to  the  governmental  Board  of  Trustees,  at  a 
rental  of  the  net  annual  fixed  charges.  Require  it  to  take  a lease  of,  and  to 
operate  for  the  same  period  the  Grand  Trunk  Pacific  Railway,  and  its  branch 
lines,  paying  as  rental  the  net  annual  fixed  charges  upon  those  properties; 
e.xcept  that  until  seven  years  after  the  end  of  the  war  they  shall  have  the 
immunity  that  was  promised  the  Grand  Trunk  Pacific  for  a period  of  seven 
years  after  construction,  and  that  they  shall  not  be  required  to  assume  any 
of  the  extraneous  investments  of  the  Grand  Trunk  System  in  the  West. 

5.  Lease  the  lines  between  North  Bay  and  Winnipeg  (exceik  the  Canadian 
Pacific’s)  for  a term  of  twenty-one  years  to  either  the  Canadian  Northern  or 
the  Grand  Trunk  (or,  in  event  neither  applies,  to  any  other  qualified  com- 
pany), requiring  tlie  lessee  to  furnish  the  necessary  capital  for  new  equipment, 
and  to  maintain  and  operate  the  lines  on  the  best  terms  that  can  be  made; 
terms  that  would  give  the  best  service  needed  at  lowest  cost  to  the  Government 
being  regarded  as  best.  Either  the  Government  or  the  lessee  should  build  a 
connecting  line  of  about  thirty  miles  near  Long  lake,  Ontario,  to  protect  the 
better  working  of  the  two  lines. 

G.  The  Government  and  companies  should  have  the  option  of  terminating, 
after  ten  years,  any  of  the  leases  upon  equitable  terms. 

The  foregoing  recommendations  are  made  with  a view  to  obtaining  for  Canada  a 
maximum  of  efiiciency  at  a minimum  outlay.  The  continuance  of  government  aid, 
to  some  of  the  railroads  at  least,  will  be  necessary  under  any  plan.  The  plan  herein 
proposed  seeks  to  reduce  this  to  the  lowest  possible  point  and  to  centralize  it  upon 
those  parts  of  the  existing  lines  which  are  not  self-supporting,  and  which,  in  the 
nature  of  things,  cannot  be  self-supporting  for  years.  These  connecting  links, 
“ bridges,”  as  they  have  been  called,  exist,  it  seems  to  me,  as  a result  of  that  public 
policy  which  has  been  discussed  at  some  length.  The  Government  may  w’ell  afford  to 
take  them  over  and  maintain  them  as  necessary  parts  of  the  public  investment  in  the 
country’s  develoinnent.  They  are  not  of  sufficient  importance  to  bring  about  those 
dangers  inherent  in  government  operation  of  this  kind  on  a large  scale,  and  holding 
them  will  not  endanger  private  enterprise.  It  may  be  necessary  in  working  out  this 
plan  to  grant  some  additional  and  temporary  aid  to  the  Canadian  Northern,  and  it 
will  be  necessary  to  effect  some  compromise  with  the  Grand  Trunk  Railway  Company 
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which  will  enable  this  Company  to  continue.  Aid  should  be  extended  upon  the  recom- 
mendation of  the  Board  of  Trustees,  who  should  be  charged  with  the  duty  of  investi- 
gating the  need  of  and  approving  the  aid  to  be  rendered  by  the  Government;  they 
should  also  see  that  the  Government  receives  for  that  aid  such  security  as  will  give 
it  a revision  in  case  of  default. 

The  recommendations  here  submitted  are  to  be  considered  as  a general  outline  of 
what  appears  to  be  a fair  solution  of  the  transportation  problem.  Enabling  legislation 
will  be  required  in  any  ease,  and  I realize  that  there  are  many  technical  and  legal 
questions  which  will  require  careful  attention  at  expert  hands.  If  the  general  plan  is 
adopted,  my  thought  is  that  the  Board  of  Trustees  which  I have  suggested  be  charged 
with  the  duty  of  acting  for  the  Government  in  all  matters  requiring  new  contracts, 
and  shall  protect  the  interest  of  the  Government  in  every  way  while  leasing,  operating, 
or  financing  the  property  under  their  care  to  the  best  advantage,  due  consideration 
being  given  to  the  rights  of  the  other  parties  at  interest. 

If  for  any  reason  it  should  prove  inexpedient  to  carry  out  the  foregoing  sugges- 
tions, and  if  the  Government  should  find  it  wise  or  necessary  to  possess  itself  of,  and  to 
hold  any  considerable  part  of  the  railway  properties,  I should  recommend  as  an  alter- 
native plan  the  formation  of  a private  company  to  take  over  other  operations  of  those 
properties,  either  as  a whole  or  in  groups.  Even  where  a road  does  not  earn  its  fixed 
charges  the  Government  could  profit  in  the  long  run  by  making  the  terms  of  an 
operating  lease  sufficiently  attractive  to  induce  private  enterprise  to  undertake  its 
management.  The  terms  of  the  contracts  would  naturally,  depend  upon  the  extent  of 
the  jjroperty  and  the  prosirect  of  earnings,  but  they  could  be  so  drawn  as  to  prove 
attractive  to  private  capital  and  at  the  same  time  relieve  the  Government  of  the  expense 
and  embarrassment  of  government  operation.  Such  contracts  might  be  based  upon  a 
profit-sharing  plan  on  a fair  basis,  which  would  leave  the  company  a hope  of  reward 
commensurate  with  its  efforts  and  give  the  public  also  a share  in  the  prosperity  which 
they  must  help  to  create. 

I should  like  to  add  one  other  thought.  The  railways  of  Canada  are  in  desper- 
ate need  of  equipment.  Whatever  decision  is  made  with  reference  to  the  railways, 
the  transportation  problem  is  now  acute  in  so  far  as  equipment  is  concerned.  I 
woidd,  therefore,  recommend  that  the  Government  undertake  at  once  to  provide  an 
ample  supply  of  freight  cars  and  locomotives  against  immediate  and  imperative 
needs.  These  ears  and  engines  may  be  had,  if  desired,  under  trust  agreements.  It 
will  be  a simple  matter  to  turn  these  cars  and  engines  over  to  the  operating  com- 
panies under  lease,  or  contract  of  purchase  which  may  be  exercised  when  conditions 
are  more  nearly  normal. 

Concluding.  1 would  be  loathe  to  suggest  recourse  to  any  radical  changes  in 
the  domestic  policy  of  the  Dominion  of  Canada  in  this  time  of  war  and  stress.  Eeme- 
dial  measures  are  often  more  efficacious  than  revolutionary  ones,  and  more  equit- 
able. I have  been  impressed  by  the  seriousness  of  your  transportation  problem,  and  in 
sincerity  express  my  belief  that  the  problem  can  be  successfully  and  satisfactorily 
remedied  by  a just  and  mutual  recognition  of  difficulties  and  full  and  free  co-operation 
between  the  Government  and  the  railroads.  Fair  and  broad  treatment  of  the  question 
will.  I am  convinced,  bring  capital  and  personal  genius  commensurate  with  the 
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exigencies  of  the  present  situation,  and  capable  of  developing  a happy  solution.  I 
believe  that  the  best  results  hitherto  have  been  obtained  by  the  efficiency  and  economy 
of  private  initiative,  energy,  and  capital.  It  is  no  longer  assumed  that  the  self- 
interest  of  the  railroad  investor  and  operator  is  antagonistic  to  the  interest  of  the 
public;  rather,  we  have  all  learned,  governments  and  corporations  alike,  that  the 
two  are  insep)arably  liidced  and  must  stand  or  fall  together.  Uiion  these  funda- 
mental truths  I base  my  firm  conviction  that  the  brightest  outlook  for  the  future 
of  your  great  Dominion  can  be  assured  through  the  extension  of  private  railroad 
enterprises.  The  hope  of  honour  and  the  reward  of  public  approval  must  be  open 
to  human  kind  to  get  the  best  results  from  human  endeavour. 

Facing  the  urgency  of  the  need,  considering  the  part  which  the  Government 
has  taken  and  the  responsibility  which  it  shares,  and  keenly  alive  to  the  magnitude 
and  the  importance  of  the  tasks  now  placed  upon  the  railroads  and  the  greater  tasks 
w’hich  they  will  face,  I see  no  safe  alternative  but  that  the  Government  shall  con- 
tinue, with  discrimination  and  resort  to  all  available  safeguards,  and  under  a policy 
of  "proper  regulation  and  co-ordination  of  effort,  to  aid  the  necessitous  railroad.s  of 
the  Dominion  until  such  time,  which  I hope  and  believe  will  not  be  far  distant,  when 
these  wdll  become  self-supporting  and  the  problem  will  be  solved. 

Respectfully  submitted. 


A.  II.  Sill  TIT. 


A'r.w  VouK,  .April  2~i,  1917. 
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Report  on  Appraisal  of  the  Canadian  Northern  Railway  System 
and  the  Grand  Trunk  Pacific  Railway. 

BV 

GEO.  F.  SWAIN,  M.Am.Soc.C.E.,  M.Can.Soc.C.E.,  M.Inst.C.E. 


OTT.wv.i,  Out.,  March  10,  1917. 

To  the  Commission  of  Inquiry  into  Railways  and  Transportation. 

Mr.  A.  II.  Smith,  Chairman. 

Gentlemen^ — I beg  leave  to  submit  the  following  report  with  reference  to  the  work 
that  has  been  done  under  my  direction  in  making  an  approximate  valuation  of  certain 
railroad  properties  in  Canada. 

My  first  invitation  to  attempt  this  work  was  contained  in  a letter  from  Mr.  Smith, 
dated  August  3,  1916.  I proceeded  at  once  to  New  York  and  consulted  with  Mr.  Smith, 
then  to  Ottawa  where  I consulted  with  Sir  Henry  Drayton,  and  arranged  for  the 
organization  and  prosecution  of  the  work. 

ORGANIZ.\TION. 

My  first  problem  was  to  secure  a competent  man  to  represent  me  at  Ottawa,  where 
the  office  work  necessarily  had  to  he  done,  and  to  take  charge  of  the  office.  I at  once 
entered  into  correspondence  with  Mr.  W.  II.  Chadbourn,  who  had  assisted  me  pre- 
viously in  similar  work  in  valuation  of  large  railroad  properties,  as  well  as  in  other 
matters,  and  on  September  2,  1916,  iMr.  Smith  telegraphed  me  approving  his  appoint- 
ment. Mr.  Chadbourn’s  previous  experience  had  been  as  follows:  1886,  graduated 

from  the  Massachusetts  Institute  of  Technology;  1887,  Assistant  Engineer,  Norfolk 
and  Western  Railway;  1888,  Chief  Engineer,  Wilmington  and  Conway  Railway,  now 
a branch  of  the  Atlantic  Coast  Line,  and  Chief  Engineer  of  the  Wilmington  Sea  Coast 
Railway,  now  a part  of  the  trolley  system  of  Wilmington,  N.C.  He  built  both  of  these 
lines  by  force  account;  1890-1906,  he  was  with  the  LInited  .States  Engineer  Corps  on 
River  and  Harbour  Works,  occup.ving  positions  of  great  responsibility  in  the  design  of 
the  works  on  the  Ohio  river,  and  elsewhere;  1906-10,  Chief  Engineer,  Chicago  Great 
Western  Railwa.v. 

Since  1910  he  has  been  ver.y  largely  engaged  in  valuation  work,  as  follows:  1911-12, 
assisted  me  in  valuation  of  New  York  C'entral  Lines  east  of  Buffalo;  1911-12,  assisted 
Mr.  lY.  .1.  Wilgus  in  valuation  of  the  Lehigh  Valley  Railroad;  1912,  assisted  IMr.  .1.  R. 
Kendrick  in  valuation  of  a portion  of  the  Canadian  Pacific  Railway  between  iMontreal 
and  Toronto,  the  valuation  being  made  for  the  compan.v;  1913-14,  in  charge  of  the 
valuation  of  the  Atlantic  Coast  Line  for  J.  G.  White  Engineering  Corporation. 

In  191.5  Mr.  Chadbourn  went  to  Russia  for  the  J.  G.  White  Engineering  Corpora- 
tion on  professional  work.  While  in  Europe  he  was  a member  of  the  Commission  of 
Relief  in  Belgium.  He  returned  to  this  country  early  in  1916. 

My  communication  with  Mr.  Chadbourn  was  largely  by  wire,  but  I had  two  con- 
ferences with  him,  in  which  we  outlined  the  methods  of  conducting  the  work. 
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ilr.  Cliadbourn  proceeded  at  once  to  Ottawa,  where  he  arrived  September  6,  and 
immediately  entered  upon  the  work.  He  was  assigned  offices  at  first  in  the  Eoyal  Bank 
building,  and  later  in  the  Citizen  building. 

In  conference  with  Mr.  Smith  and  Sir  Henry  Drayton,  the  question  of  organizing 
an  engineering  force  was  thoroughly  considered.  It  would  have  been  comparatively 
easy  to  have  secured  engineers  from  the  United  States  who  had  had  experience  in 
valuatiou  work  and  were  familiar  with  the  principles,  points  of  view,  and  methods 
governing  such  work.  In  Canada,  little  valuation  work  had  been  done,  and  that 
largely  by  American  engineers.  The  Canadian  Pacific  Railway  a few  years  ago  had 
had  a valuation  made  of  a part  of  its  line,-  and  had  placed  the  work  in  charge  of  Mr. 
J.  R.  Kendrick,  of  Chicago.  Mr.  Kendrick’s  force  of  engineers,  of  whom  iMr. 
Chadbourn  was  one,  was  composed  entirely  of  engineers  from  the  United  States. 
^Moreover,  owing  to  the  war,  there  was  a scarcity  of  engineers  in  Canada  properly 
equipped  with  the  technical  knowledge  requisite  for  this  work.  Kevertheless,  it  was 
decided,  in  view  of  the  fact  that  this  work  was  to  be  done  for  the  Canadian  Govern- 
ment, that,  with  the  exception  of  l\fr.  Chadbourn,  the  engineering  staff  should  be  made 
up  entirely  of  Canadians,  if  properly  equipped  men  could  be  found.  It  was  absolutely 
necessary  that  I should  have  somebody  to  represent  me  in  Ottawa  who  was  personally 
known  to  me,  and  on  whose  judgment  and  discretion  I could  thoroughly  rely.  iMr. 
Chadbourn  more  than  fulfilled  these  conditions,  and  with  him  in  charge  of  the  office, 
I felt  that  the  field  work  and  office  work  should  be  done,  if  possible,  by  men  familiar 
with  and  having  had  experience  on  the  properties  which  were  to  be  valued. 

To  select  and  organize  a suitable  force  caused  some  delay,  in  view  of  the  circum- 
stances above  referred  to,  but  ultimately  a very  satisfactory  organization  was  effected. 
Kone  of  the  men  whom  we  were  able  to  secure,  however,  had  had  any  experience  in 
valuation  work,  and  they  had  to  be  instructed  and  trained  in  it.  I am  very  happy  to 
state,  however,  that  the.v  entered  upon  the  work  with  interest  and  enthusiasm,  and  that, 
as  a rule,  they  grasped  very  quickly  such  principles  of  valuation  as  it  was  necessary 
for  them  to  apply.  To  all  these  engineers  my  thanks  are  due  for  their  earnest  and 
conscientious  labours.  The  work  in  the  field  was.  in  some  instances,  arduous,  requiring 
long  hours,  and  exposure  to  severe  weather  conditions,  but  it  has  been  done  with  credit 
and  with  remarkable  speed. 

The  following  list  gives  the  names  and  character  of  the  work  performed  by  the 
various  engineers  who  have  been  connected  with  the  work,  together  with  other  office 
employees ; — • 


LI.ST  OF  ENGINEERIXG  EMPLOYEES. 

(1)  W.  n.  Chadbourn.-  M.  Am.  Soc.  C.E.,  Chief  Engineer.  In  charge  of  office. 

(2)  C.  S.  Gzowski,  lU.  Can.  Soe.  C.E.  In  charge  of  field  examination  of  Canadian 
* Korthern  line  between  Edmonton  and  Vancouver,  including  terminals  at  Edmon- 
ton and  Vancouver;  lines  on  Vancouver  island;  of  line  from  Edmonton  to  Cal- 
gary, with  branches;  and  of  other  branches  out  of  Edmonton;  also  of  the  Grand 
Trunk  Pacific  from  Edmonton  west;  also  preparation  of  final  report  in  the  office 
on  Canadian  Xorthern  lines  above  named.  Assisting  Mr.  Gzowski  in  this  work, 
were:  G.  II.  Burnett  and  .1.  W.  Chappelle,  in  the  field  and  office;  and  L. 
Phillips  in  the  office. 

(3)  G.  R.  Balloeh,  M.  Can.  Soc.  C.E.  In  charge  of  field  examination  of  Canadian 

Xorthern  lines  between  Port  Arthur  and  Edmonton,  including  main  line  and 
' branches ; also  preparation  of  final  report  on  these  lines  in  the  office.  Assisting 
Mr.  Balloeh  in  this  work  were:  II.  iMacXeil  in  the  field  and  office,  and  F. 

O'Gara,  L.  ,1.  iM.  Howard,  and  T.  Rainboth,  in  the  office. 

(4)  A.  H.  X.  Bruce,  M.  Can.  Soc.  C.E.  In  charge  of  field  examination  of  Canadian 

Xorthern  branches  between  Ottawa  .and  Toronto,  and  main  line  Toronto  to 
Capreol,  also  preparation  of  final  report  on  these  lines  in  the  office. 
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(5)  T.  S.  Armstrong,  M.  Can.  Soc.  C.E.  In  charge  of  field  examination  of  Canadian 
Northern  lines  between  Ottawa  and  Port  Arthur  via  Caprcol,  and  preparation 
of  final  report  on  this  line  in  the  office. 

(.6)  W.  H.  MeOaan,  A.M.,  Can.  Soc,  C.E.  In  charge  of  field  examination  of  Canadian 
Northern  lines  and  branches  east  of  Ottawa  and  'loronto,  and  pi’eparation  of 
report  on  these  lines  in  the  office.  Assisting  Mr.  McGaaii  in  this  work,  was : 
W.  B.  Elder. 

(7)  N.  Cauchon,  A.!M.,  Can.  Soc.  C.E.  Specially  assigned  to  valuation  of  real  estate 

at  terminals,  including  Montreal,  Ottawa,  Toronto,  Port  Arthur,  and  Winnipeg. 

(8)  H.  Horner,  Architect.  In  charge  of  making  valuation  of  buildings  of  all  kinds. 

(9)  B.  M.  Hill.  In  charge  of  field  examination  of  the  Grand  Trunk  Pacifie  line 

between  Winnipeg  and  Edmonton,  including  branches;  and  jireparation  of  report 
on  these  lines  in  the  office. 

(.10)  A.  L.  Ford,  M.  Can.  Soc.  C.E.  In  charge  of  preparation  of  report  in  the  office 
on  Grand  Trunk  Pacific  line  between  Edmonton  and  Prince  Rupert.  Assisting 
Messrs.  Hill  and  Ford  in  thi.s  work,  in  the  office  was:  C.  Gilmore. 

(11)  E.  C.  Keefer,  A.M.,  Can.  Soc.  C.E.  General  office  assistant,  engaged  in  working 

up  final  reports,  making  estimates  from  profiles,  etc. 

(12)  H.  MacNeil,  A.M.,  Can.  Soc.  C.E.  Assisting  Mr.  Balloch  in  the  field  and  office. 

(13)  F.  C.  O’Gara,  A.M.,  Can.  Soc.  C.E.  Assisting  Mr.  Balloch  in  the  office. 

(14)  L.  J.  M.  Howard.  Assisting  l\Ir.  Balloch  in  the  office. 

(15)  J.  Rainboth,  A.M.,  Can.  Soc.  C.E.  Assisting  Mr.  Balloch  in  the  office. 

(16)  G.  H.  Burnett,  A.il.,  Can.  Soc.  C.E.  Assisting  Mr.  Gzowski  in  the  field  and 

office. 

(17)  J.  W.  Chappelle.  Assisting  Mr.  Gzowski  in  the  field  and  office. 

(18)  L.  Phillips.  Assisting  Mr.  Gzowski  in  the  office. 

(19)  W.  B.  Elder.  Assisting  Mr.  McGaan  in  the  office. 

(20)  C.  Gilmore.  Assisting  Me.=srs.  Hill  and  Ford  in  the  office. 

(21)  C.  H.  Larkin.  Engaged  in  estimate  of  areas  and  values  of  right  of  way. 

(22)  A.  M,.  Beale.  Mr.  Beale  was  delegated  to  this  work  from  the  Water-Powers 

Branch  of  the  Department  of  the  Interior,  for  the  purpose  of  gaining  experience 
in  the  methods  used  in  our  work.  He  assisted  Mr.  Keefer  in  work  on  the  Cana- 
dian Northern  Railway  and  Mr.  Ford  in  work  on  the  Grand  Trunk  Pacific.” 


CLERICAL  ASSISTANTS. 


(1)  A.  J.  Therien,  File  clerk  and  general  office  typist. 

(2)  jil.  L.  Ryan,  Stenographer  and  accountant. 

(3)  .1.  -MeCartin,  Stenographer  and  accountant. 


THE  WORK  TO  BE  DONE. 


I was  instructed  to  ascertain  the  approximate  physical  value  of  the  entire  system 
of  the  Canadian  Northern  Railway  and  of  the  Grand  Trunk  Pacific  Railway,  and  if 
possible  to  make  comparisons  between  certain  portions  of  these  lines  and  similar  or 
adjacent  portions  of  tlie  Canadian  Pacific  lines.  The  entire  mileage  to  be  covered  was 
ajiproximately  as  follows : — 

Miles. 


Canadian  Northern  System 9,375 

Grand  Trunk  Pacific,  main  line 1,748 

Grand  Trunk  Pacifie  branches 950 

Canadian  Pacific 1,352 


Total 


13,425 
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I was  informed  that  the  entire  work  must  be  completed  by  early  in  ilarch  at  the 
latest,  in  order  tliat  the  Commission  might  have  the  information  in  season  to  formu- 
late its  own  report.  In  other  words  I was  allowed,  from  the  time  ilr.  Chadbourn  was 
installed  in  his  office  in  Ottawa,  less  than  six  months  in  which  to  make  a physical  valua- 
tion of  13,500  miles  of  railroad. 

When  the  work  began,  no  information  in  the  way  of  profiles,  list  of  structures, 
or  any  inventories  of  the  physical  properties,  was  in  my  hands.  The  offices  had  to  be 
equipped  with  furniture,  the  force  organized,  the  field  work  comideted,  and  the  results 
worked  up  in  the  office  within  the  brief  space  of  time.  Xothing  more  will  be  neces- 
sary to  convince  those  who  have  had  anything  to  do  with  valuation  problems,  that 
unusual  and  peculiar  methods  were  required  in  this  work  in  order  to  compass  it  in  this 
brief  period.  Ilailroads  in  the  United  States,  and  the  United  States  Interstate  Com- 
merce Commission  have  been  working  for  years  on  a valuation  of  railroad  properties 
at  great  expense  and  with  a large  force  of  men,  yet  in  this  ease  two  large  railroad 
systems  liad  to  be  valued  in  less  than  six  months. 

Notwithstanding  the  scant  time  weather  conditions  were  favourable,  and  while 
it  was  not  iiossible  to  examine  every  detail  of  the  properties  with  care.  I believe  that 
the  rendts  are,  on  the  whole,  approximately  correct  .and  fair.  The  most  uncertain 
element  is  land,  and,  if  further  time  had  been  available,  our  figures  for  this  item  might 
perhaps  be  modified.  Neverless,  nothing  is  more  uncertain  than  real  estate  values, 
and  experts  are  often  very  far  aj)art  as  regards  the  value  of  any  particular  parcel  of 
land. 

Before  describing  the  methods  adopted,  it  may  be  desirable  to  make  a brief  state- 
ment of  certain  fundamental  principals,  in  view  of  the  fact  that  this  report  may  be 
read  by  persoms  to  whom  the  subject  of  valuation  is  unfamiliar,  and  who  may  be 
iiuawaro  of  the  uncertainties  and  differences  of  opinion  involved  in  work  of  this  kind. 

SOME  GEXER.\L  PRINCIPLES  OF  PHYSICAL  VALUATIONS. 

Tile  word  ‘'value”  is  one  of  the  most  uncertain  in  the  dictionary  of  economics, 
and  several  distinct  meanings  are  given  in  treatises  on  that  subject.  An  object  of 
little  or  no  intrinsic  value  may  have  value  for  its  possessor,  but  none  for  any  one 
else;  that  is  to  say,  its  value  may  be  entirely  sentimental,  and  it  would  fetch  nothing 
in  the  market.  Again,  an  object  of  great  intrinsic  value,  measured  by  its  cost  or 
by  the  cost  of  reproducing  it,  may  have  no  value  Avhatever  in  the  market,'  because 
it  possesses  no  sentimental  value  or  no  earning  power;  or  again,  an  article  or  a 
property  of  little  intrinsic  value,  measured  by  its  cost  or  the  cost  of  reproducing  it, 
may  have  great  value  in  the  market  because  it  ha.s  great  earning  power. 

By  the  word  “value”  the  economist  usually  means  r-alue  in  exchange;  that  is  to 
s;.A-,  the  price  which  the  article  of  property  would  bring  as  between  a willing  seller 
but  one  who  is  not  forced  to  sell,  and  a willing  buyer  but  one  who  is  not  forced  to  buy. 

I’liere  is  no  sentiment  about  a commercial  property  like  a railroad.  The  real 
value  of  such  property  is  measured  by  its  earning  powbr  and  by  nothing  else. 
No  matter  how  costly  or  how  expeusir'e  it  may  har'e  been  originally,  its  value  in 
e.Nchange  will  be  measured  by  its  earning  power.  Prospective  earning  power,  perhaps 
under  altered  conditions,  must  of  course  be  considered.  Some  properties,  therefore, 
haA’e  a so-ealled  “strategic”  value,  because,  while  they  may  earn  nothing  by  them- 
selves, they  may  be  combined  with  other  properties  in  a Avay  to  produce  or  enhance 
earnings. 

If  property  is  valued  for  the  luirposes  of  sale  to  a new  owner,  earning  power, 
V ith  the  explanation  above  given,  will  therefore  be  the  proper  basis,  taking  account, 
in  other  words,  of  the  uncertainties  and  iiotentialities  of  the  future.  This,  however, 
would  not  be  a physical  value;  that  is  to  say,  the  value  might  include  a large  sum 
to  represent  location,  good-will,  patent  rights  or  other  elements  which  cost  little 
or  nothing,  but  which  produce  earning  poiver. 
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In  the  case  of  a public  utility  cori)oration,  a valuation  is  generally  made  either 
for  the  purpose  of  regulating  capital,  or  for  serving  as  a basis  of  rates  to  be  charged, 
or  for  condemnation,  or  for  purposes  of  taxation.  For  purposes  of  taxation  or  con- 
demnation. earning  power  may  be  fairly  taken  into  account.  For  pui’iioses  of  iixing 
rates,  which  are  themselves  sources  of  earnings,  it  would  clearly  be  reasoning  in  a 
circle  to  base  the  value  upon  earning  power;  for  purposes  of  capitalization,  earning 
power  has  clearly  no  direct  or  necessary  connection ; in  these  cases,  it  is  the  physical 
value  of  the  property  which  is  to  be  determined;  that  is  to  say,  the  value  of  the  various 
pliysical  elements  which  go  to  make  up  the  property. 

To  determine  this  physical  value  there  are  two,  and  only  two,  available  bases ; — • 

(1)  The  original  cost,  or  original  cost  le.ss  depreciation,  according  to  circum- 
stances; 

(2)  The  cost  of  reproducing  the  property'  at  or  about  the  time  the  valuation  is 
made,  or,  the  cost  of  reproduction  new  less  depreciation,  according  to  cir- 
cumstances. 

These  two  bases  are  entirely  distinct,  and  should  he  kept  so  throughout  the  valua- 
tion; whichever  basis  is  adopted,  it  must  not  be  confused,  with  reference  to  any  of 
the  elements  of  value,  with  the  other  basis,  otherwise,  confusion  will  result,  and  the 
conclusion  arrived  at  will  be  unintelligible.  If  the  original  cost  is  to  be  found,  it 
must-  be  found  without  the  slightest  reference  to  what  any  part  of  the  property 
would  cost  if  reproduced  at  the  time  the  valuation  is  made.  If  the  cost  of  reproduction 
is  to  be  found,  it  must  be  found  entirely  without  reference  to  what  any  part  of  the 
proijerty  cost  originally.  The  result  will  then  either  be  the  original  cost,  or  the  cost  of 
reproduction  new,  and  this  result  can  be.  used  intelligently  and  with  due  regard  to 
circumstances,  and  as  to  whether  it  is  a fair  measure  of  value.  Much  of  the  confusion 
with  regard  to  the  subject  of  valuation  has  arisen  from  combining  these  two  methods. 

The  valuation  of  a property  is  generally  for  the  purpose  of  ascertaining  what  the 
courts  have  termed  “the  present  value”  or  “fair  present  value.”  -lust  what  the 
present  value,  or  the  fair  present  value  may  bo,  is  not  easy  to  state,  and  probably  can- 
not be  stated.  The  courts,  however,  have  frequentl.y  stated  what  it  is  not.  They  have 
again  and  again  laid  down  the  principle  that  it  is  not  original  cost.  In  some  instances 
they  have  stated  that  it  is  not  the  co.st  of  the  reproduction  new,  Init  it  is  generally 
admitted,  I think,  that  both  the  original  cost  and  cost  of  reproduction  new,  and  also 
the  depreciation,  depending  upon  circumstances,  are  all  elements  which  may  affect  the 
judgment  as  to  the  “ fair  value.” 

If  the.i)roblem  of  your  commission  were  to  determine  the  first  cost  of  the  proper-, 
ties  which  we  have  considered,  this  would  have  been  a problem  for  accountants  and  not 
for  engineers,  except,  perhaps,  for  some  engineering  advice  on  certain  pertinent  mat- 
ters. The  properties  in  question,  namely,  the  Canadian  Northern  System  and  the 
Orand  Trunk  Pacific,  have,  for  the  most  part,  been  constructed  within  a comparatively  . 
few  years.  To  determine  their  cost  would  he  purely  a book-keeping  proposition,  to  bo 
performed  b.y  expert  accountants,  with  the  aid  of  sworn  statements,  affidavits,  vouch- 
ers, etc.  Some  of  the  lines  of  the  t'anadian  Northern,  however,  are  old  lines  which  have 
been  taken  over  into  the  system  within  recent  years.  I do  not  know  what  records  are 
available,  but  it  is  very  possible  that  to  determine  the  original  cost  of  these  properties 
would  be  impracticable. 

I have  assumed,  therefore,  and  I think  it  is  clearly  evident  from  the  above  brief 
discussion,  that  the  problem  assigned  to  me,  that  of  making  an  approximate  physical 
valuation  of  these  properties,  must  necessarily  he  that  of  ascertaining  the  cost  of 
reproduction  new  of  these  properties,  and  not  the  first  cost.  In  other  words,  you  desire 
to  ascertain  what  present  investment  in  mone.v  may  fairly  he  said  to  be  represented  by 
the  physical  properties  concerned.  If  certain  elements  of  value  which  originally  cost 
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little  or  nothing,  like  some  of  the  real  estate,  have  appreciated  in  value,  the  enhanced 
or  present  value  is  to  be  ascertained.  If  this  was  not  your  object,  my  valuation,  as 
above  stated  would  be  unnecessary. 

With  the  exception  of  the  land,  however,  and  those  lines  of  the  Canadian  Northern 
System  which  are  old  lines  recently  incorporated  into  the  system,  in  other  words,  for 
the  portions  of  the  lines  considered  which  have  been  built  within  recent  years,  the 
cost  of  reproduction  and  the  original  cost  should  nearly  coincide.  The  land  values 
themselves  should  probably  not  differ  greatly,  except  in  the  large  cities,  where  in  some 
cases,  laud  costing  little  originally  has  now  become  very  valuable,  so  that  its  first  cost 
and  its  cost  of  reproduction  would  be  very  different.  In  the  case  of  the  older  roads 
recently  bought  and  incorporated  in  the  Canadian  Northern  System,  the  cost  of  these 
properties  to  the  Canadian  Northern  Company  might  differ  greatly,  both  from  the 
original  cost  of  the  properties  and  from  their  cost  of  reproduction  new  at  the  present 
time.  They  may  have  been  bought  at  very  high  or  at  very  low  prices,  as  compared 
either  with  first  cost  or  cost  of  reproduction. 

These  principles  were  briefly  discussed  with  your  Commission  before  the  begin- 
ning of  the  work.  The  problem,  therefore  to  be  performed  by  the  force  under  my 
direction,  was  to  ascertain  the  cost  of  reproduction  new  of  the  properties  in  question 
at  the  present  time.  By  the  phrase  “at  the  present  time”  is  not  to  be  understood  the 
present  moment,  in  view  of  the  inflated  prices  for  materials  and  labour  which  have 
come  about  as  a result  of  the  war;  but  rather,  the  fair  cost  of  reproduction  new, 
assuming  that  the  properties  were  to  be  reproduced  at  fair  average  prices  prevailing 
during  a brief  period  of  years  just  before  the  war.  Further  discussion  as  to  the  prices 
used  will  be  given  further  on  in  this  report. 

With  this  brief  discussion  of  general  principles,  the  methods  employed  for  the 
]irosecution  of  the  work,  and  the  results  obtained,  may  next  be  considered. 

METHOD  OF  PROSECUTING  THE  WORK. 

When  this  work  was  first  undertaken  I was  given  to  understand  that  it  would  have 
to  be  completed  by  the  end  of  the  calendar  j'ear  1916.  Fnder  these  circumstances,  I 
addressed  to  Sir  Henry  Drayton,  August  22,  the  following  letter : — 

August  22,  1916. 

De.^U!  Sir, — With  reference  to  the  proposed  valuation  which  your  Commission 
is  to  make,  I think  it  is  desirable  to  obtain  from  the  railway  companies  whatever 
information  oh  this  subject  they  already  have.  A detailed  valuation  of  these 
jiroperties  such  as  is  being  made  by  the  Interstate  Commerce  Commission,  or 
such  as  has  been  made  by  various  States,  would  cost  a very  large  sum  of  money, 
take  a very  long  time,  and  would,  in  my  opinion,  be  entirely  unnecessary.  All 
that  your  Commission  should  do,  it  seems  to  me,  is  to  apply  an  approximate 
yard  stick  in  the  manner  which  you  yourself  have  suggested,  namely  to  find  the 
value  per  mile  of  certain  typical  pieces  of  road,  and  then  to  apply  these  prices 
to  the  railroads  in  question,,  having  due  regard  to  similarity  of  conditions  and 
taking  account  of  any  exceptional  elements  of  value.  The  first  thing  to  do  is  to 
find  out  what  information  the  companies  are  prepared  to  furnish.  Very  likely 
they  can  give  unit  prices  for  all  the  elements  involved  and  perhaps  they  have 
inventories  of  the  various  structures  and  other  properties  which  they  possess, 
with  costs,  either  original  costs,  or  fair  present  costs. 

I would  therefore  suggest  that  you  ask  of  them  such  information  as  they 
are  prepared  to  furnish,  taking  up  in  order  each  of  the  elements  of  value  accord- 
ing to  the  classification  required  in  your  accounts,  which  I have  not  before  me, 
but  which  probably  follows  in  some  general  way  the  list  below.  Some  of  this 
, information  will  probably  be  better  obtained  by  personal  conference  between 
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your  engineering  force  and  the  engineering  force  of  the  companies,  in  order  that 
it  may  be  given  in  tlie  form  desired.  I would  therefore  make  the  following  sug- 
gestions, taking  up  in  order  the  various  elements  which  go  to  make  up  a railway 
property : — 

1.  Right  of  way  and  station  grounds. — Whatever  information  the  roads 
have  with  reference  to  the  cost  or  a.ssessed  value  of  the  right  of  way;  width  of 
right  of  way. 

2.  Real  estate. — Some  information  as  to  the  value  or  cost. 

5.  Clearing  and  gruhhing. — Cost  of  rock,  loose  rock,  and  earth  excavation 
on'ditferent  portions  of  the  line.  Probably  the  companies  can  give  us  actual 
contract  costs  covering  a wide  variety  of  conditions. 

Profiles  of  the  lines. — If  the  companies  have  complete  profiles,  they  could 
probably  loan  them  to  your  Commission  for  study  in  the  office  or  on  in.spections. 

It.  Tunnels. — Number,  length,  section,  material,  cost. 

6.  Bridges,  trestles  and  culverts. — Possibl.y  the  companies  may  have  com-  . 
plete  lists  of  these  structures,  and  information  regarding  general  dimensions, 
material,  and  type,  and  iierhaps  also  cost. 

6.  Ties. — Cost  and  number  per  mile. 

7.  Rails. — Weight,  da^e  of  laying,  length  and  cost  delivered  on  the  ground. 

8.  Frogs,  Switches  and  crossovers. — Types  used  and  prices  paid.  Perhaps 
the  companies  also  have  the  number. 

9.  Trach  fastenings  and  other  materials. — Standard  type  and  the  cost. 

10.  Ballast. — Standard  cross-section  of  road-bed  on  different  parts  of  typical 
portions  of  the  line,  kind  of  ballast  and  quantity  per  mile,  cost  of  ballast  of 
different  kinds,  under  the  different  conditions. 

11.  Trach  laying  and  surfacing. — Cost. 

12.  Cattle-guards. — Standards,  cost. 

IS.  Fencing  right  of  way. — Type,  cost,  and  length. 

llf.  Interlnching  and  other  signal  apparatus. — Statement  of  kind,  number, 

etc. 

15.  Crossings  and  sig7is. — Standards  and  what  other  information  the  com- 
panies have. 

16.  Telegraph  and  telephone  lines. — General  Statement. 

17.  Station  huildings  and  fixtures. — Possibly  the  companies  have  a com- 
plete list  of  stations,  with  information  regarding  size  and  material  of  buildings. 

18.  Shops  and  engine  liouse.s. — List  and  general  description. 

19.  Shop  machinery  and  tools. — List  and  location  of  shops  and  size,  and 
, such  other  information  as  may  bo  available. 

20.  Water  stations  and  pin'ifying  plants. — List  and  gener.al  description. 

21.  Coal  handling  plants. — List  and  general  description. 

22.  Grain  elevators. — List  and  general  description. 

23.  Storage  warehouses. — List  and  general  description. 

21.  T>och  and  wharf  property. — List  and  general  description. 

25.  Pov’er  plants  and  transmission. — General  statement. 

26.  Snowsheds. — Standards,  length,  cost. 

27.  Masonry. — Possibly  the  companies  have  complete  lists  of  masonry  struc- 
tures, cost  of  concrete  and  stone  work  per  yard  on  different  typical  sections. 

28.  Overhead  bridges. — Possibly  they  have  complete  lists  of  these. 

20.  Coal  and  ore  docks. — List  and  general  descrijition. 
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50.  Floating  equipment. 

51.  Hotels  and  restaurants. — List  and  general  description. 
Finally,  statement  of  any  other  property  of  the  companies. 

Yours  truly. 


Geo.  F.  Swain. 


Sir  Henry  L.  Drayton, 

Commission  of  Inquiry  into  Railways  and  Transportation. 


In  accordance  with  this  letter,  a communication  was  sent  to  each  of  the  railroad 
companies  by  Sir  Henry  Drayton,  a copy  of  which  follows: — 


August  22,  1910. 

My  dear  ilR. You  have  already  been  written  to  for  several  ebar- 

acteristic  costs.  The  engineer  in  charge  of  physical  valuation  desires  the  data 
required  by  the  enclosed  memorandum,  and  the  Commission  would  be  oblidged 
if  the  same  is  forwarded  at  the  earliest  possible  date. 

We  understand  that  most,  if  not  all,  of  this  data  is  available.  Speahing 
generally,  it  is  required  for  the  annual  report.  In  order  that  there  may  be  no 
delay,  the  Commission  will  be  much  obliged  if  the  company  will  forward  the 
information  which  it  can  now  readily  compile,  as  well  as  any  other  further 
information  bearing  on  the  value  of  the  physical  asset  that  the  company  may 
have,  at  the  same  time  indicating  what,  if  any  information  desired  it  has  not 
got  and  how  long  it  will  take  to  prepare  it. 

Yours  faithfully. 


Enc. 


II.  L.  Drayton. 


INFORMATION  REQUIRED  FROM  RATI. WAY  COJIPANIES  ,\S  TO  PHYSICAL  PROPERTIES. 

1.  Right  of  way  and  station  grounds : The  cost  to  the  company  of  purchasing  or 
otherwise  acquiring  its  right  of  way  and  station  grounds,  for  each  of  the  company’s 
different  operating  divisions,  and  the  pre'-ent  assessed  value  of  the  same,  together  with 
accurate  data  as  to  the  width  of  the  right  of  way  and  acreage  of  station  grounds. 

2.  Information  as  to  the  cost  of  the  company'  and  pi'esent  assessed  value  of  the 
real  estate  owned  by  the  company,  other  than  the  right  of  way  and  station  grounds,  by 
ib.e  different  operating  divisions  in  which  it  is  situate,  showing  its  acreage  and  the  pur- 
pose to  which  it  is  put. 

3.  Cost  per  yard  of  solid  rock,  loose  rock,  earth  exdavation  work,  and  other 
material  on  the  company’s  several  operating  divisions. 

4.  The  production  of  the  company’s  working  jirofiles  under  which  the  line  was  con- 
structed : such  profiles  to  show  the  classlficatio'n  of  the  different  excavations  and  fills 
and  their  quantities. 

T).  The  number  of  tunnels,  their  respective  lengths,  sections,  material,  cost  and 
location. 

Cl.  A return  of  the  company’s  information  as  to  the  number  of  bridges,  trestles, 
showing  where  they  are  situated,  their  length,  height,  dimensions,  material,  type  and 
cost. 

7.  A return  of  the  company’s  information  as  to  the  number  of  culverts,  showing 
where  they  arc  situate,  their  length,  height,  dimensions,  material,  type  and  cost. 

8.  The  number  of  ties  per  mile  and  their  cost. 

9.  The  weight,  date  of  laying,  length  and  cost  of  rails  at  mills  and  delivered  on 
the  ground. 

10.  Such  information  as  the  company  possesses  as  to  the  frogs,  switches,  cross- 
overs, passing  tracks,  and  sidings  in  each  operating  division ; such  information  to  show 
t.vpes  used  and  standard  prices  paid. 
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11.  Details  as  to  track  fastenings  and  other  materials  used,  the  company’s  stan- 
dard type  and  cost. 

12.  Ballast — Standard  cross-sections  of  the  road-bed  on  different  parts  of  typical 
portions  of  the  line,  showing  the  kind  of  ballast  used,  depth,  and  quantity  in  yards,  per 
mile,  together  with  the  cost  of  the  different  types  of  ballast  used. 

18.  The  cost  of  track  laying  and  surfacing  in  each  operating  division. 

14.  The  number  of  cattle  guards  in  each  operating  division,  and  cost. 

15.  The  type  of  fences  used  in  each  operating  division,  the  length  of  fence,  and 
cost  per  mile. 

16.  The  location  of  interlocking  and  other  signal  apparatus  in  the  different 
divisions,  with  information  as  to  their  character,  number,  and  cost. 

17.  The  cost  to  the  company  of  crossings  and  signs,  and  their  number  in  each 
operating  division. 

18.  The  company’s  telegraph  and  telephone  lines  in  each  operating  division,  the 
number  of  wires  and  poles  used,  and  cost  per  mile. 

19.  The  number  of  station  buildings,  freight  sheds,  or  other  facilities  in  each 
operating  division,  size  and_material,  and  cost  to  the  company. 

20.  A list  of  all  shops,  engine  houses,  and  turntables  in  each  operating  division, 
giving  ijarticulars  as  to  size,  with  cost,  and  a general  description  thereof. 

21.  The  cost  to  the  company  of  the  shop  machinery  and  tools  located  in  the  shops. 

22.  list  of  all  water  stations  and  purifying  plants  located  on  the  different  operat- 
ing divisions,  and  their  cost  to  the  company. 

23.  A list  and  general  description  of  coal  handling  plants  and  fuel  stations  on  each 
operating  division,  and  their  cost  to  the  company. 

24.  A list  and  general  description  of  all  grain  elevators  owned  by  the  company  on 
each  operating  division,  their  capacity,  and  cost. 

25.  Storage  Warehouses:  A list  and  general  description  of  all  storage  warehouses 
owned  by  the  company  on  each  operating  division,  their  capacity,  and  cost. 

26.  A list  and  general  description  of  all  dock  and  wharf  property  owned  by  the 
company  on  each  operating  division,  their  capacity,  and  cost. 

27.  A list  and  general  description  of  all  electric  light,  power,  and  transmission 
plants  owned  by  the  company  on  each  operating  division,  their  capacity,  and  cost. 

28.  A list  and  general  description  of  all  gas-producing  plants  owned  by  the  com- 
pany on  each  operating  division,  their  capacity,  and  cost. 

29.  A list  and  general  description  of  all  snowsheds  owned  by  the  company  on  each 
operating  division,  and  cost. 

30.  The  number  of  overhead  highway  bridges  on  each  operating  sub-division,  their 
length,  type,  and  cost  to  the  company. 

31.  The  number  of  gates  and  electric  bells  maintained  by  the  company  at  cross- 
ings on  the  different  operating  divisions,  and  their  cost. 

32.  A list  and  general  description  of  all  coal  and  ore  docks  owned  by  the  company 
on  each  operating  division,  their  capacity,  and  cost. 

33.  A list  and  general  description  of  all  hotels  and  restaurants  on  each  operating 
division,  owned  by  the  company,  and  their  cost. 

34.  Any  other  property  owned  by  the  company  on  its  different  operating  divisions, 
its  description,  and  value. 

After  the  return  of  the  Commission  from  its  western  trip,  about  the  end  of  Sep- 
tember, I was  given  to  understand  that  my  work  need  not  be  completed  until  early  in 
Tilarch.  In  the  meantime,  no  data  had  been  received  from  the  companies  excepting  a 
few  profiles  and  some  lists  of  bridges.  It  was  essential,  therefore,  if  any  field  work 
were  to  be  accomplished  during  the  season,  that  the  field  men  should  be  started  at  once. 
The  time  between  Mr.  Chadbourn’s  arrival  in  Ottawa,  September  6,  and  the  first  week 
in  October,  had  been  consumed  in  conferences  with  the  companies  with  reference  to 
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the  character  of  the  material  to  he  furnished,  in  preparing  the  offices,  in  engaging  and 
instructing  the  men,  in  the  preparation  of  instructions  for  field  engineers,  and  in  the 
pireparation  of  some  typical  yardsticks  or  estimates  of  cost  per  mile  of  typical  lines, 
omitting  special  items.  It  was  decided  to  carry  out  a valuation  reconnaissance,  send- 
ing engineers  over  all  the  lines,  with  such  profiles,  lists,  and  other  information  as  was 
available,  with  instructions  to  observe  and  note  all  elements  of  physical  value. 

Considering  the  difficulties  in  getting  men,  the  fact  that  no  information  was  avail- 
able at  the  start,  and  that  the  men  secured  had  had  no  experience  in  valuation  work, 
I consider  that  we  were  as  expeditious  as  could  have  been  expected,  in  being  able  to 
start  our  field  work,  as  we  did,  by  the  middle  of  October.  It  takes  time  to  collect 
a force  of  competent  men,  and,  on  account  of  the  war,  the  fact  that  we  were  limited 
to  Canadian  engineers,  it  took,  in  this  ease,  longer  than  it  would  ordinarily  have 
taken. 

We  had  hoped  and  expected  to  receive  from  the  Canadian  Northern  Company  all 
profiles  before  the  field  men  started  on  their  work,  in  order  that  they  might  go  over 
the  lines  with  those  profiles  before  them,  lly  the  middle  of  October,  however,  we  had 
only  received  profiles  for  a portion  of  the  lines,  so  that  in  most  cases  the  field  men 
were  obliged  to  start  with  no  data,  but  sim])ly  with  their  note-books. 

On  October  16,  IMr.  Chadbourn  and  I,  accompanied  by  Mr.  W.  P.  Kellett,  a well- 
known  Canadian  engineer  of  Brantford,  Ont.,  who  had  had  to  do  with  the  construction 
of  several  railroads,  and  Mr.  I).  O.  Johnson,  of  Toronto,  a contractor  of  long  experience 
in  railroad  work,  and  accompanied  also  by  a number  of  our  field  engineers,  set  out  from 
Ottawa  for  a trip  to  the  Pacific  coast  by  wa,y  of  the  Canadian  Northern  lines  going 
west,  and  the  Grand  Trunk  Pacific  returning.  On  this  trip  the  field  engineers  were 
instructed  as  to  the  method  of  taking  their  notes,  the  points  to  be  observed,  and  all 
other  pertinent  matters.  Each  field  engineer  was  left  at  a suitable  point  in  the  terri- 
tory assigned  him,  while  Mr.  Chadbourn,  Mr.  Kellett,  iMr.  Johnson,  and  myself  pro- 
ceeded uiion  our  trip,  picking  up  from  time  to  time  other  field  engineers  whom  we  had 
engaged,  and  instructing  them  similarly. 

The  main  purpose  of  this  trip  was  to  enable  Mr.  Chadbourn  and  myself  to  become 
thoroughl.y  acquainted  with  the  lines  on  which  we  were  engaged,  the  physical  character- 
istics of  the  countr.y,  and  also  in  order  that  we  might  discuss  with  Messrs.  Kellett  and 
Johnson  and  with  the  superintendents  and  engineers  of  the  companies  the  question  of 
unit  prices.  Each  evening  a session  was  held  at  which  these  matters  were  discussed, 
and  each  member  of  the  party  expressed  his  opinion  as  to  the  fair  unit  price  to  he 
assigned  to  each  of  the  elements  involved.  Records  of  these  opinions  were  kept  and 
liave  been  of  great  service  in  the  office  in  deciding  upon  the  final  unit  prices  to  be 
assumed.  In  connection  with  this  work,  Messrs.  Kellett  and  Johnson  rendered  service 
of  groat  value.  Both  of  these  gentlemen  are  men  of  experience  and  excellent  judgment, 
and  having  had  experience,  in  many  cases,  in  the  very  territory  through  which  we 
■were  riding,  they  were  able  to  take  account  of  local  conditions,  and  to  give  reliable  and 
unprejudiced  opinions.  The  superintendents  and  engineers  of  the  Canadian  Northern 
Railway  were  also  of  much  service  to  us,  telling  us  actual  prices  paid,  actual  values  of 
farm  lands,  actual  methods  of  construction  employed  and  in  other  ways  giving  infor- 
mation of  great  value,  all  of  which  was  noted  and  used  in  the  final  figures. 

The  field  engineers  were  sent  over  all  of  the  lines,  and  instructed  to  take  a position 
at  the  rear  of  the  train  and  take  note  as  they  went  along,  of  every  element  of  physical 
value  which  could  be  observed.  While  stopping  at  stations,  they  were  to  descend  from 
the  train,  observe  the  rails,  the  spacing  of  ties,  the  character  and  depth  of  ballast,  width 
of  right  of  w'ay,  and  any  other  elements  which  the  time  allowed.  When  longer  stops 
were  made,  as  at  division  points,  they  were  to  make  sketches  of  the  yards,  buildings,  and 
other  propert.y,  with  as  much  pertinent  information  as  possible;  the,y  were  to  confer 
with  division  superintendents,  engineers,  track  foremen,  and  any  other  railroad 
employees  who  could  give  them  information;  they  ■svere  to  make  inquiries  of  railroad 
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officials,  real  estate  agents  and  others  as  to  unit  prices,,  yalue  of  right  of  way  and 
station  grounds,  and  any  other  pertinent  matter.  Jf  necessary,  they  were  to  travel 
several  times  over  the  line,  observing  each  time  only  certain  selected  elements,  or  to 
return  to  division  terminals  or  important  towns,  stopping  over  as  long  as  might  be 
necessary  to  gain  necessary  information.  They  were  to  ride  on  freight  or  passenger 
trains,  and  in  some  cases  a gasolene  motor  car  was  put  at  their  disposal,  or  they  used 
hand-cars  with  the  assistance  of  the  track-gangs.  In  other  words,  by  riding  over  the  line 
ajid  stopping  as  long  as  necessary  at  proper  points,  the.y  were  to  make  a physical  inven- 
tory of  the  properties. 

They  were  to  observe  the  general  character  of  bridges  and  other  structures,  the 
cliai’acter  and  classification  of  material  in  cuts,  the  presence  of  borrow  pits,  the  slope 
of  the  ground  at  cuts,  the  width  of  road  bed,  character  of  drains,  presence  of  muskegs, 
or  other  points  where  difficulties  were  probably  met  in  construction,  the  probable 
amount  of  clearing,  character  of  telegraph  lines,  fences,  and  in  short,  they  were  to- 
make  note  of  any  matters  which  were  necessary  in  order  to  make  it  possible  iti  the  office 
with  the  aid  of  the  lists,  standard  plans,  and  isrofiles,  to  inventory  and  value  the  iffiysi- 
cal  pi’operty. 

For  this  work  engineering  experience  and  good  judgment  were  of  course  necessary. 
An  experienced  man,  by  riding  over  a line  once,  especially  in  the  prairie  section,  would 
be  very  apt  to  note  with  reasonable  accuracy  all  elements  of  value.  In  more  difficult 
country  several  trips  over  the  line  might  be  necessary,  each  trip  being  devoted  to  the 
observation  of  certain  particular  elements.  Station  buildings  and  roundhouses  were 
all  built  to  standard  plans  designated  by  numbers,  and  all  that  was  necessary  was  to 
i.ote  the  number,  so  that  afterward  in  the  office  the  inventory  and  valuation  might  be 
made. 

In  all  of  this  work  the  operating  officials  of  the  company  co-operated  most  cor- 
dially, supjjlying  the  field  men  with  information,  providing  them  with  transportation 
f.-icilities,  and  in  general,  doing  all  they  could  to  facilitate  the  work.  My  sincere  thanks 
are  due  to  the  company  and  its  officials  for  their  attitude  and  their  co-operation  in  these 
natters. 

A special  expert  was  engaged  to  estimate  the  value  of  buildings.  In  his  hands 
were  placed  the  standard  plans  as  soon  as  received  from  .the  companies,  and  upon  them 
he  based  his  estimate  of  cost  of  reproduction.  This  expert  travelled  over  a good  por- 
tion of  the  lines,  visiting  at  all  events  important  terminals,  and  inventorying  all  build- 
iiigs  of  every  kind,  and  noting  character  of  construction  and  any  other  elements 
affecting  cost. 

The  plan  of  work  adopted  will  be  made  clearer  by  the  detailed  instructions  to  field 
engineers,  which  were  as  follows : — - 

INSTRUCTIONS  TO  FIELD  ENGINEERS. 

(a)  General. — The  object  of  this  bureau  is  to  make  a close  valuation  of  the  pro- 
perty of  certain  railroads  in  the  Dominion  of  Canada.  Oreat  care  must  be  taken  to 
include  everything  that  is  owmed  by  the  railway  companies. 

Information  obtained  from  any  railroad  company  or  any  of  its  employees,  or  from 
local  residents  on  any  part  of  the  line  must  be  verified  to  the  satisfaction  of  the  inspect- 
ing engineer  in  the  field.  All  employees  must  bear  in  mind  that  they  are  not  in  any 
way  emplo.yees  or  agents  of  the  railway  company,  and  that  they  are  to  form  their  own 
c.-nclusions  without  any  regard  to  the  purposes  for  which  the  valuation  may  be  made. 

Constant  vigilance  must  be  exercised  to  avoid  ommission  of  hidden  quantities  or 
extraordinary  cost  conditions.  It  is  desired  to  make  as  rapid  progre.5s  as  is  consistent 
with  good  work,  dt  must  be  borne  in  mind,  however,  that  it  is  rmt  attempted  to  make 
a minute  detailed  inventory,  but  conclusions  must  be  arrived  at  from  a careful  anal.vsis 
made  of  analogous  conditions,  applying  these  units  of  measurement  thus  carefully 
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a certainod  to  other  similar  territory,  noting  during  inspection  such  variations  as  can 
bo  observed  or  discovered. 

(6)  Typical  Mile. — A statement  will  be  furnished  each  inspecting  engineer  show- 
ing the  quantities  covered  by  such  of  the  accounting  classifications  as  are  most  nearly 
independent  of  the  topography  of  the  country.  Each  engineer  must  acquaint  himself 
thoroughly  with  the  method  of  preparation  of  this  type  and  must  have  completely  in 
i:iMid  at  all  times  the  elements  of  cost  which  have  been  included  therein,  and  those 
which  have  been  omitted  on  account  of  their  variability.  This  type  has  been  inepared 
from  careful  inspection  and  stated  actual  quantities  found  in  long  stretches  of  similar 
country,  which  have  been  averaged  so  far  as  the  quantities  are  concerned  to  include  the 
average  amount  of  such  quantities  per  mile.  Tentative  unit  costs  have  been  used  in 
llie  preparations  of  the  type  for  such  items  as  are  most  nearly  constant.  These  unit 
costs  will  be  revised  later  and  the  variable  features  together  with  their  cost  will  be 
added  on  the  basis  of  the  data  gathered  and  the  opinion  of  the  inspecting  engineer  in 
each  district.  The  inspecting  engineer  is  to  make  full  notes  of  variations  from  the 
typical  mile,  also  of  all  property  not  covered  by  this  typical  mile,  and  also  such  esti- 
mate of  unit  costs  or  total  costs  as  he  may  be  able  to  form. 

(c)  Method  of  Inspection. — The  entire  line  will  be  traversed  by  an  inspecting 
engineer,  generally  using  regular  trains,  sometimes  using  ga.solene  inspection  car  as 
may  be  supplied  by  the  railroad  company,  and  in  isolated  cases  possibly  by  a special 
train  using  a business  car.  It  may  be  necessary  where  trains  are  used  to  arrange  with 
the  railway  company  for  a business  car.  The  engineer  should  make  his  notes  in  such 
a manner  that  his  attention  shall  be  drawn  as  little  as  possible  from  a close  observation 
of  the  property.  (See  e.)  In  occasional  places  it  will  probably  be  necessary  for  him 
to  walk  over  the  line,  or  parts  of  it,  to  secure  the  use  of  section-men’s  car. 

Inspection  made  in  the  manner  above  described  will  not  include  large  yards  and 
tn'iuiuals,  which  must  in  every  case  be  handled  by  the  engineer  spending  considerable 
t^me  at  the  yard  or  terminal,  having  in  his  possession  at  the  time  the  map  of  the 
same  as  submitted  by  the  railway  company. 

The  inspecting  engineer  having  obtained  from  the  railway  company,  generally 
through  this  office,  such  condensed  data  as  he  can  carry  with  him,  and  having 
familiarized  himself  with  the  typical  unit,  should,  in  his  field  inspection,  note  care- 
fully all  divergencies  from  the  standard  type,  both  as  to  deficiencies  and  additions. 

(d)  Elements  of  property. — In  the  following  paragraphs  will  be  found  notes 
relating  to  each  classification  given: — 

(1)  Engineering. — No  attention  will  be  paid  to  this  item  in  field. 

(2)  Bight  of  way  and  Station  Grounds. — The  railway  company  will  furnish 
data  relating  to  width  of  right  of  w’ay  and  the  extra  width  at  stations.  The  inspecting 
engineer  should,  so  far  as  practicable,  roughly  observe  this  width  and  make  occasional 
note  on  his  observation.  Perhaps  while  stopping  at  some  station  he  can  pace  the  width. 
It  is  important,  however,  that  he  should  make  enquiry  and  obtain  as  accurate  informa- 
tion as  practicable,  as  to  the  value  of  adjoining  land ; not  what  it  cost  the  railway 
company  to  obtain  the  right  of  way,  but  the  present  real  value  of  adjoining  lands  for 
the  purpose  for  which  they  are  used.  This  statement  apiilies  generally  to  rural 
land.  In  the  larger  towns  he  should  make  more  careful  inquiry,  if  opportunity 
inesents  itself  to  do  this  on  the  trip;  at  least  he  should  make  every  effort  to  do  so. 
He  should  remember  later,  in  the  office,  in  making  up  right-of-way  values,  multiples 
will  be  applied  to-  the  basic  values  as  above  secured,  to  represent  the  additional  value 
for  railway  purposes  on  account  of  severance,  damages,  cost  of  acquisition,  etc.  He 
rhould  make  every  effort  to  secure  sufficient  data  to  form  a definite  opinion  for  any 
particular  line  in  its  entirety,  leaving  very  little  subsequent  work  in  this  category  to 
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be  done,  otherwise  the  work  will  be  very  much  delayed.  It  will  be  necessary  for  the 
iuspectiiiK  engineer  to  stop  at  larger  towns  or  cities  for  such  time  as  may  be  neces- 
sary to  gain  the  requisite  information.  (See  e.) 

(3)  Real  Estate. — This  is  an  item  for  special  investigation  and  will  in  general 
receive  no  attention  from  the  inspecting  engineer  while  inspecting  lines,  unless  ho  can 
conveniently  obtain  information,  in  which  case  he  should  not  omit  to  do  so. 

(4)  Grading. — The  inspecting  engineer  must  note. carefully  the  amount  and  char- 
acter of  w’ork  on  each  line.  lie  will  have  with  him  the  profile  of  the  line,  but  it  will 
not  be  practicable  for  him  to  note  in  each  cut  the  classification  of  material.  To  attempt 
to  do  this  would  make  it  impossible  in  many  cases  for  him  to  make  any  other  observa- 
tions, and  his  estimate,  moreover,  would  be  likely  to  be  largely  in  error.  He  should, 
however,  make  general  notes  on  each  sheet  as  to  the  material  in  cuts,  such  for  instance 
as  “ cuts  all  rock,”  “ cuts  mostly  earth,”  or  such  other,  general  observations,  as  to 
quantities  or  material,  as  the  case  admits.  From  his  inspection  and  from  such  other 
data  as  he  may  be  able  to  secure,  the  office  force  will  check  up  the  information  received 
from  the  company. 

He  should  also  be  careful  to  observe  and  make  notes  relative  to  clearing  and 
grubbing. 

A sharp  lookout  should  be  kept  for  any  stream  diversions,  retaining  walls,  riprap, 
cribbing,  or  bulk  heads.  Ilelative  to  these  five  items,  if  he  is  not  able  on  his  first  trip 
to  make  sufficient  notes  to  make  the  approximate  estimate  he  should  make  impury 
from  proper  railroad  authority  and  iiossibly  in  some  cases  visit  the  site  again. 

It  will  be  necessary  to  keep  a sharp  lookout  and  make  notes  concerning  muskegs, 
sink  holes,  and  the  like.  The  railroad  company  will  furnish  data  relating  to  such  places 
and  show  their  location,  but  the  inspecting  engineer  must  make  as  careful  observation 
as  time  permits.  It  will  be  necessary  to  be  liberal  in  treatment  of  these  matters  for  it 
is  extremely  difficult  to  determine  after  completing  the  line  what  work  has  been  neces- 
sary in  such  places. 

Care  must  be  taken  to  note  where  there  is  more  than  one  track  in  order  that  suit- 
able roadbed  width  inay  be  taken  into  account. 

(5)  Tunnels. — These  will  be  special  in  every  case  except  where  they  are  verj^  short 
and  therefore  of  little  consequence.  The  inspecting  engineer  will  make  note  of  all 
tunnels  and  character  of  lining,  if  any.  In  case  of  long  tunnels,  the  railroad  company 
will  furnish  complete  data  which  will  be  turned  over  to  the  inspecting  engineer  for  him 
to  approximately  check  up. 

(G)  Bridges,  Trestles  and  Culverts. — For  our  units  of  estimation,  an  amount  per 
mile  expressed  in  dollars  will  be  determined  from  profiles  for  territory  where  culverts 
are  small  and  infrequent.  Usually  a profile  will  give  sufficient  data. 

The  railroad  company  will  furnish  a list  of  all  bridges  showing  character,  quan- 
tity of  steel  and  quantity  of  masonry.  The  inspecting  engineer  should  check  this  list 
as  he  travels  over  the  line.  If  he  has  no  list,  he  will  note  character  of  each  bridge. 

(7)  Ties. — Determine  number  of  ties  per  mile  by  counting  the  numbers  of  ties  per 
rail  length  at  times  when  the  train  is  stopped,  being  careful  to  note  whether  30  foot  or 
3.3  foot  rail  is  used.  Also  make  inquir.v  where  possible,  of  section  foremen,  roadmas- 
ters,  or  others.  Note  also  approximately  the  kind  of  ties.  If  they  are  largely  of  one 
kind,  or  if  mixed,  make  note  of  that  fact.  At  close  of  day’s  work  make  a general  note 
from  your  impressions,  of  the  condition  of  the  ties.  Make  note  whether  the  turnouts 
have  switch  timber  or  are  laid  with  the  ordinar.v  track  ties.  M.ake  notes  and  secure 
data,  from  inspection  or  inquiry,  of  the  size,  kind  and  spacing  of  bridge  ties.  Note 
particularly  if  any  treated  ties  or  treated  bridge  timber  is  found  and  from  inquiry  or 
inspection  make  sufficient  notes  to  determine  quantity. 


14 


RAILWAY  ISQUIRY  COMMISSIOX 


7 GEORGE  V,  A.  1917 

(8)  Rails. — Xote  weight  of  rail  per  yard  in  main  tracks,  and  in  sidings  if  possible. 
At  close  of  each  day’s  work,  make  a note  relative  to  the  condition  of  rail. 

(0)  Frogs  and  switches. — From  observations  made  during  the  day’s  work  make 
notes  at  night  relative  to  the  kind  of  frogs,  switch  stands,  switches,  and  as  to  their 
general  condition. 

ifake  note'  of  any  railroad  crossings  and  roughly  the  angle  and  if  possible  note  if 
it  is  made  of  ordinar.v  rail,  heavily  reinforced,  manganese  steel  or  any  special  feature 
relating  to  the  same. 

(10)  Track  fastenings  and  other  materials. — Make  special  observations  during  the 
day  and  record  at  night  notes.relative  to  type,  length,  number  of  bolt  holes  in  angle 
bars,  and  in  case  any  other  type  of  joint  is  discovered,  make  note  relative  to  same. 

Note  during  insiieetion  any  guard  rails  on  curves,  bridges  or  in  tunnels. 

Note  or  secure  information  relative  to  the  use  of  tie  plates,  rail  braces  or  anti- 
creepers. 

(11)  Ballast. — Be  careful  to  make  sufficient  notes  of  the  different  kinds  of  ballast 
so  that  a close  api)roximation  can  be  calculated  from  notes.  More  particularly  note  the, 
kind  of  ballast  and  both  from  inquir.v  and  observation  determine  its  depth,  note  as 
so  many  inches. under  the  tie. 

From  inquiry  ascertain  the  approximate  or  average  distance  to  haul  ballast  on 
any  particular  line,  as  this  feature  frequently  adds  very  materially  to  the  cost  of 
ballast. 

(12)  Track  Laying  and  Surfacing. — As  this  is  entirel.v  a labour  item  it  can  be 
arrived  at  readily  in  the  office,  but  if  there  are  any  special  or  unusual  features  which 
make  this  item  more  costly  than  is  customary,  make  notes  and  state  carefullj'  the 
reasons  for  conclusions  arrived  at. 

(13)  Railway  Tools. — No  attention  need  be  paid  to  this  on  inspection  trip. 

(14)  Fe7icing  Right  of  IFa)/. — Note  with  reference  to  all  the  line  inspected  each 
day  whether  it  is  fenced  on  one  or  both  sides,  and  the  character  of  the  fence.  If  pos- 
sible make  brief  notes  concerning  cattle  guards  and  wing  fences  thereto,  and  any  side 
fences  at  highway  crossings. 

(15)  Crossings  and  signs. — Make  such  observations  during  his  inspection  as  will 
enable  him  to  make  notes  concerning  approximate  number  of  various  kinds  of  signs, 
such  as  mile  boards,  whistle  jMSts,  station  boards,  crossing  signs,  etc.  Note  the  exist- 
ence and  location  of  over  or  under  crossings,  gates,  alarm  bells,  etc. 

(lO)  Interlocking  and  other  Signalling  Apparatus. — Make  general  notes  regard- 
ing apparatus  coming  under  this  heading  and  its  character  and  location. 

(IT)  Telegraph  and  Telephone  Lines. — Observe  and  make  such  notes  as  may  be 
necessary,  stating  whether  such  lines  exist  or  not.  the  number  of  wires,  the  approxi- 
mate number  of  poles  per  mile.  Secure  from  proper  railroad  authority  data  with  refer- 
ence to  number  of  instruments  and  other  special  apparatus  coming  under  this  heading. 

(IS)  Station  Buildings  and  Fixtures. — Make  suitable  notes  relating  to  stations  and 
accessory  buildings.  At  each  station  note  character  and  approximate  dimensions  of 
each  building,  platforms,  and  coverings:— 

(a)  For  the  usual  customary  small  station  existing  at  most  points  an  esti- 
mate will  be  furnished  and  a proportional  amount  of  same  will  he  included  in 
the  typical  mile. 

(h)  Where  a more  costly  or  more  extensive  station  and  other  buildings 
exist,  further  data  will  be  necessary  to  make  a special  estimate  of  same.  In 
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sueli  case  make  such  notes  as  practicable  without  a special  stop  and  later  secure 
additional  data  if  necessary  from  the  main  office,  or  from  railway  company. 
In  most  cases  sufficient  data  will  be  furnished  bs'  the  railroad  company. 

(c)  At  large  stations  and  terminals  this  matter  will  be  considered  by  a 
special  engineer.  M-ake  a note  for  each  day  showing  general  condition  of  build- 
ings as  good,  fair  or  poor. 

(19)  General  Office  Building  and  Fixtures. — The  inspecting  engineer  will  not 

consider  this  matter  at  all  unless  instructed  to  do  so.  Tie  should,  however,  make  note 
of  such  buildings.  . 

(20)  Shops,  Engine-house  and  Turn-tahles. — The  railroad  company  will  furnish 
complete  data  for  all  structures  coming  under  this  heading,  and  such  information 
will  be  furnished  to  the  inspecting  engineer.  He.  should,  however,  make  general  Tiote 
of  their  existence,  character  and  size. 

lYhere  these  structures  occur  at  terminals  and  at  the  larger  places  where 
inspecting  engineer  will  probably  stop  in  any  event,  he  should  make  full  notes 
concerning  the  structures  as  to  size,  kind,  character  of  construction  and  any  other 
special  features  to  enable  an  approximate  estimate  of  the  value  of  the  structures  to  be 
made. 

(21)  Shop  Machinery  and  Tools. — The  inspecting  engineer  will  give  no  attention 
to  items  coming  under  this  heading  unless  he  is  specially  requested  to  do  so,  in  which 
case  a full  list  and  description  of  the  items  will  be  furnished  him  in  order  that  he  may 
make  an  approximate  check. 

(22)  lTa(cr  Stations. — The  inspecting  engineer  will  note  the  location  of  w'ater 
stations  and  information  concerning  their  character. 

If  there  are  any  special  features,  such  as  reservoirs,  dams,  or  treating  plants, 
he  must  secure  from  proper  source  sufficient  information  for  an  estimate  of  value  to 
be  made.  The  railroad  company  will  furnish  complete  data  regarding  these  matters, 
and  in  general  it  will  only  be  necessary  for  the  inspecting  engineer  to  check  such 
information. 

(23)  Fuel  Stations  — The  inspecting  engineer  should  note  the  location  and  char- 
acter of  all  the  fuel  stations.  Complete  data  will  be  furnished  by  the  railroad  company 
of  all  such  stations,  and  in  general  it  will  only  be  necessary  for  the  field  engineer  to 
(dieck  such  data. 

(2'4)  Grain  Elevators. — The  inspecting  engineer  should  make  note  of  the  location 
of  any  elevators  belonging  to  the  railway  company,  and  if  possible  state  kind  of 
construction,  capacity  and  type. 

(25)  Storage  M'arehouses. — Inspecting  engineer  should  make  note  of  the  location 
of  any  storage  warehouses,  and  if  possible  give  approximate  size  and  type  of  construc- 
tion. 

Buildings  coming  under  this  classification  are  not  the  ordinary  freight  warehouses 
where  freight  is  received  for  shipment,  but  are  houses  in  which  merchandise  is  stored 
and  which  is  operated  as  a storage  warehouse  solely. 

(26)  Dock  and  wharf  property.- — Make  such  notes  as  practicable. 

(27)  Electric  light  plants. — If  the  existence  of  any  plants  coming  under  this  head- 
ing come  to  the  knowledge  of  the  inspecting  engineer  he  should  make  note  of  it,  and 
notify  this  office  promptly  of  its  location. 

(28)  Electric  power  plants. — If  the  existence  of  any  plants  coming  under  this 
heading  come  to  the  knowledge  of  the  inspecting  engineer  he  should  make  note  of  it, 
and  notify  this  office  promptly  of  its  location. 
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(29)  Electric  power  transmission. — If  the  existence  of  any  plants  coming  under 
this  heading  come  to  the  knowledge  of  the  inspecting  engineer  he  should  make  note  of 
it,  and  notify  this  office  promptly  of  its  location. 

(30)  Gas  producing  plants. — If  the  existence  of  any  plants  coming  under  this 
heading  come  to  the  knowledge  of  the  inspecting  engineer  he  should  make  note  of  it, 
and  notify  this  office  promptly  of  its  location. 

(31)  Miscellaneous  structures. — Under  this  heading  are  included  all  structures 
which  do  not  come  specifically  under  some  one  of  the  previous  classification.  They 
should  be  noted  in  as  great  detail  as  the  case  warrants. 

The  typical  unit  includes  an  item  to  cover  the  occasional  minor  structures  charged 
to  this  account. 

(e)  Special  details. — The  inspecting  engineer  will,  before  beginning  his  inspection, 
thoroughly  familiarize  himself  with  these  instructions  and  with  the  pamphlet  entitled 
“ Classification  of  Expenditures  for  Road  and  Equipment,”  and  will  carry  a copy  of 
each  with  him. 

He  will  also  carry  a 6-foot  folding  pocket  rule. 

He  will  also  carry  with  him  such  data  relating  to  the  line,  such  as  profiles,  bridge 
lists,  etc.,  as  may  be  available. 

He  must  plan  his  inspection  with  care,  having  reference  to  time  schedules,  the 
time  necessaiy  for  stops  in  towns,  etc.,  having  in  view  the  economical  and  expeditious 
prosecution  of  the  work.  If  he  goes  over  a line  twice,  once  going  and  once  returning, 
he  should  divide  the  work  between  the  two  trips;  for  instance,  observing  track  going 
one  way,  and  buildings  the  other. 

In  the  course  of  his  work,  the  inspecting  engineer  will  probably  be  able  to  pick  up 
items  of  information  as  lo  unit  prices  at  the  present  time,  fair  average  unit  prices,  and 
cost  of  certain  elements.  All  such  information  should  be  noted,  together  with  its 
source. 

He  should  also  note,  on  each  line  or  portion  thereof,  the  general  condition  of  the 
jiroperty,  whether  it  has  been  maintained  in  good  operating  condition,  or  whether  it 
has  been  allowed  to  depreciate  unduly.  This  should  be  noted  on  each  sheet. 

As  soon  as  the  inspection  of  a line  is  completed,  the  results  should  be  sent,  regis- 
tered, to  the  office  at  Ottawa,  in  order  that  they  may  be  examined  and  worked  up. 

ilany  of  the  items  included  in  the  various  accounts  are  included  in  the  tyitical 
unit.  The  primary  features  to  be  observed  by  the  inspecting  engineer  are  the  items 
which  vary  or  differ  from  that  unit,  or  are  not  included  in  it,  deductions  or  additions 
may  be  made  as  the  facts  require. 

These  items  are  the  following : — 

(2)  and  (3)  Real  Estate:  Unit  prices  of  these  are,  of  course,  subject  to  wide  varia- 
tion. The  inspecting  engineer  can  obtain  much  information  on  these  matters,  par- 
ticularly in  rural  territory;  but  much  will  be  obtained  from  the  companies  or  will  be 
^eeured  elsewhere. 

(4)  Grading. 

(5)  Tunnels. 

(G)  Bridges. 

(11)  Ballast. 

(14)  Fencing. 

(15)  Crossings  and  signs,  so  far  as  concerns  over  or  under  crossings. 

(16)  Signals. 

(18)  Buildings. 

(19)  to  (31)  Special  items. 

For  these  items,  more  or  less  complete  data  will  be  furnished  by  the  railroad  com- 
pany, and  they  should  be  carefully  observed  by  the  inspecting  engineer,  in  order  that  a 
reasonably  close  check  may  be  made. 
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If  any  items  are  overlooked  be  sure  that  it  is  the  small  ones,  such  as  signs;  and  in 
any  event  give  the  least  attention  to  the  least  important  items. 

Inspecting  engineers  should  be  in  thorough  harmony  with  the  general  plan  and 
method'^  of  this  work,  for  only  in  this  event  can  the  best  results  be  obtained. 

Each  inspecting  engineer  must  report  daily  by  mail  to  the  head  olhce,  ;n  Ottawa, 
stating  the  work  done  during  said  day,  and  must  keep  the  central  office  informed  as  to 
vi.ere  he  can  be  reached  by  mail  and  by  telegrajih.  If  necessary,  use  the  telegraph, 
but  avoid  such  use  as  much  as  ijossible,  and  in  the  event  of  a long  message  being  neces- 
sary, send  night-letter  or  day-letter  as  circumstances  dictate. 

(/)  The  inspecting  engineer  should  make  note  of  all  unnecessary  work,  specifi- 
cally stating,  if  possible,  its  character  and  amount. 

In  the  manner  above  described,  all  of  the  lines  of  the  Canadian  Northern  Rail- 
way system,  with  the  exception  of  the  Halifax  and  Southwestern  Railway  in  Nova 
Scotia,  and  the  Niagara,  St.  Catharines  and  Toronto  Railway,  and  all  of  the  Grand 
Trunk  Pacific,  together  with  a few  typical  sections  of  the  Canadian  Pacific,  were 
c overed  by  our  field  engineers  between  the  middle  of  October  and  the  end  of  the  year. 
Very  fortunately  for  us,  there  was  no  snowfall  until  late  in  the  season,  and  we  were 
able  to  complete  our  work  practically  with  no  snow  on  the  ground. 

Since  the  beginning  of  1917,  the  Niagara,  St.  Catharines  and  Toronto  Railroad 
has  been  inspected,  though  under  less  favourable  conditions,  but  no  inspection  has 
been  made  of  the  Halifax  and  Southwestern  Railway. 

While  the  above  described  work  was  being  carried  on  in  the  field,  information  was 
slowly  coming  in  from  the  railroad  company.  As  fast  as  received,  this  information 
was  worked  up  in  the  office.  So-called  typical  units  were  prepared,  the  items  of 
property  being  classified  in  accordance  with  the  classification  adopted  by  the  Railroad 
Commission,  and  the  values  of  certain  standard  items,  such  as  rails,  frogs  and  switches, 
track  fastenings,  and  other  items  which  might  fairly  be  assumed  as  standard,  were 
listed;  variable  items  being  left  to  be  filled  in  after  the  completion  of  the  field  work. 
The  standard  items  and  the  quantities  of  excavation  were  worked  up  from  the  profiles, 
I'lans  of  stations  and  sidings,  rail  maps,  and  other  information  received  from  the 
n mpanies. 

When  the  field  men  returned,  therefore,  all  of  this  information  was  available 
and  all  the  profiles  received  up  to  that  time  had  been  gone  over  and  the  quantities 
calculated,  assuming  the  surface  of  the  earth  to  be  level.  Each  field  man  was  there- 
upon assigned  to  the  final  computation  of  lines  in  his  territory,  based  on  the  informa- 
tion which  he  had  secured  with  reference  to  slope  of  gi’ound  and  classification,  the 
g-'adiug  quantities  were  corrected,  all  the  other  items  checked,  and  the  special  items 
inserted.  The  record  for  each  line  with  all  computations,  wa.s  kept  in  a separate  book, 
in  the  front  of  which  was  pasted  the  typical  unit  for  that  line  with  the  average  cost 
per  mile,  excluding  items  purely  speciaj,  and  at  the  end  of  each  are  computed  the-final 
cost  of  reproduction  per  mile  of  such  line,  and  its  total  cost  of  reproduction,  including 
overhead  charges,  together  with  the  depreciation. 

The  final  result  for  each  line  was  entered  upon  a card,  and  the  cards  kept 
together  in  a filing  case.  These  cards,  together  with  the  books,  constitute  a permanent 
record  of  the  results  for  each  line,  and  can  be  used  in  future  as  occasion  may  demand. 
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The  following  is  an  illustration  of  a typical  unit  and  of  the  card  which  goes  with  it: — 
Commission  or  Inquiry  into  Railways  and  Transportation. 

TYPICAL  UNIT. 

Canadian  Xorthcrn  Ruilimij Saskatoon— Mumon 

Single  track.  302-5  miles. 


Dejire- 

ciation. 


2 Right  of  way  and  station  grounds 


3 Real  estate.— Special  

4 Grading 

Clearing  and  grubbing 0 

Other  grading  items 83,645 


5 Tunnels  — None 

6 Bridges — None. 

Trestles,  etc  S633 

Culverts,  pipes,  drains,  etc 126 

7 Ties,  2.P85  per  mile  at  70  cent.s 


Biidge  ties  1-8  M.B.M.  at  $55 

Swithch  ties  1-S  Turnout  at  $.55  

8 Rail  {60  pounds;,  104  tons  at  $39.02  per  ton 

9 F rogs  and  .switches 

10  Track  fastenings  and  other  material — 


110-3  % A.  bars  at  $250.22  per  mile= $276 

110-3  % bolts  at  48.05  per  mile 53 

Spikes  3,000  ties  at  2-6  pounds  per  tie=78  cwt.  at  $2.73  perxwt.  =.  213 

Tie  1 dates  per  mile  at  - each=  - 


660 

0 


3,645 

0 


759 


2. 188 
4,058 
49 


542 


11  Ballast,  1,646  cubic  yards  per  mile  at  75  cents  per  cubic  yard  in  place 

12  Track -laying  and  surfacing  110-3  % of  a mile  at  $550  per  mile  plus  (for  lying)  *5 

of  a turnout  at  $50  each  

13  Roadway  tools,  1 outfit  at  $160  divided  by  8 

14  Fencing— right  of  way— 2 fence  miles  at  $250  per  mile,  plus  cattle  guards  and 

gates ' 

15  Crossings  and  signs 

16  Interlocking  and  other  signal  apparatus,  10  % station  semaphore  at  $40  

17  Telegraph  and  telephone  lines— 1 mile  at  $306,  plus  10  % for  instruments,  etc..  .. 

IS  Station  buildings  and  fixtures 

19  General  office  buildings — None. 

20  Shops,  etc.— Special 

21  Shop  Machinery — Special . 

22  Water  stations 

23  Fuel  stations 

31  Miscellaneous  structures.  

Maintenance  and  temporary  work  during  constrviction 

Solidification  and  adaptation  or  deferred  construction 

Total  


1,202 

632 

20 

553 

37 

4 

337 

486 


234 

113 

556 

250 

320 


$16, 645 


Cont.  —b%  of  total;  Dep.  of  C.  =20%  = % 1%  of  total. 

Depreciation  of  Contingency  item. 
Dspreciation  per  mile  <*f  track . . . 


0 

0 


0 

0 

253 

36 


1,092 

1,189 

15 


163 

601 

316 

10 

276 

18 

1 

112 
212  - 


58 

28 

139 


64 


166 

$4,658 


Note — Where  details  are  not  shown,  they  may  be  found  in  detail  book. 
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(Canadian  Northern  RAIL^^AT. 

Card  No. 

(Main  Line)  Saskatoon  -Munson  302'5  miles. 

V.S.  47 

810,645  (From  typical  unit)  x 302  5 miles •$  5.035,112 

( Engine-house,  turntable,  etc.,  at  Kindersley 47,055 

Special  [ M M 11  Hanna 64,410 

Items  '!  Shop  machinery  at  Kindersley  and  Hanna 19,377 

1 Interlocker  and  frogs  M.P.  3 OG.T.P “ 5,614 

I,  l^ortion  of  Saskatoon  Terminals  property 97,500 


S 5,269,074 

Overheads  ; 

Total  land,  8600  x 302-5+897,000  8 297,150,  24%  on  land 71,316 

Other  Meas.  Items 4,971,924,  27  2%  on  O. M . 1 1,352,303 


85,209,074  8 6,692,753 

Rate  )>er  mile,  $22,125. 

Inspector : Palloch. 

Statements  : Chad  bourn. 

For  details  of  overhead  percentages,  see  pages  31-32. 


T 


(Bad-  of  card.) 


Land,  Interest  and  Depreciation. 


($16,645  660)  X .302 -5)  $ 4,83.5,162 

Special  iteim  other  than  hand  136,4I!2 


Total  less  land •$  4,1)74,924  basic  cost. 

297,150  land. 

10%  on  ba.sic  co.st .$  497,192 

18%  on  land 53,487 

550,679  interest. 


17 '2%  cm  basic  cost 
6%  on  land 


Depreciation  ($4,6.58  x 302  5).  . . 
M Special  items 


.$  855,171 

17,829 

873,000  rem.  overheads. 

.$  6,692,753  Total. 

$ 1.409,015 

31,114 

1,443,1.59 


Estimated  cost  of  reproduction  less  depreciation 


S 5,249,594 


DETAILED  METHODS  OE  WORK. 

The  innking  of  a physical- valuation  involves  two  distinct  operations:  (a)  Tlie 

determination  of  quantities;  (6)  the  determination  of  the  unit  prices.  The  total  x-alue 
of  each  item  is  the  product  of  the  quantity  and  the  unit  price. 

More  detailed  information  with  reference  to  the  methods  of  obtaining:  these 
elements  will  be  found  in  the  report  of  the  Chief  Engineer,  Mr.  W.  H.  Chadbourn, 
which  is  attached  hereto.  A brief  summary,  however,  may  here  be  given. 


(1)  Canadian  Northern  liailwai/  System. 

(a)  Determination  of  Qualities. — ^^(Dsing  classification  of  Railroad  Commission.) 

(2)  Right  of  way  and  Station  Grounds. 

(3)  Real  Estate. 
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The  right  of  way  on  these  lines  is  practically  uniform  in  width  for  many  miles 
with  an  increase  of  width  at  station  grounds  for  a definite  length,  all  dimensions  being 
standard.  The  location  of  stations  being  known,  together  with  the  standard  widths, 
the  number  of  acres  of  right  of  way,  including  station  grounds,  per  mile,  is  easifv 
obtained.  At  larger  towns  and  cities  where  the  companies  possess  terminal  property  or 
other  real  estate,  maps  were  supplied  showing  location  of  such  property.  1 he  areas 
were  computed  and  tabulated  and  the  values  ascertained  by  special  investigation. 

(4)  Grading. — Xo  attempt  was  made  to  determine  quantities  of  grading  in  the 
field.  These  quantities  in  the  case  of  the  Canadian  Northern  Railway  wcx  determined 
from  the  profiles,  assuming  fir.st,  that  the  ground  was  level,  and  then  modifying  this 
result  on  the  basis  of  information  noted  by  the  field  engineers.  Classification  of 
material  was  made  on  the  basis  of  notes  by  the  field  engineers,  and  also  the  amount  of 
clearing  and  grubbing.  Overhaul  was  estimated  on  the  basis  of  the  profiles  and  the 
location,  where,  although  the  centre  line  would  show  no  cut  or  fill,  there  was  cut  on 
one  side  and  fill  on  the  other. 

(5)  Tunnels. — Detailed  information  was  in  every  ease  secured  from  the  company 
relating  to  the  length  and  cross-section  of  tunnels.  Field  engineers  noted  character 
of  material. 

(6)  Bridges,  trestles  and  culverts. — Lists  of  these  structures  were  furnished  by 
t.ie  railroad  company,  and  lengths  were  taken  from  the  profile.  Weights  of  steel  or 
quantities  of  tiinber  were  estimated  from  standard  diagrams,  those  for  timber  trestles 
i-.nviiig  been  prepared  in  the  office,  giving  quantities  per  foot-length  for  various 
heights,  based  on  the  standard  designs.  Small  openings,  such  as  pipe  and  box  culverts, 
were  all  estimated  from  the  profiles. 

Trade,  including: 

(7)  Ties. 

T8)  Bail. 

(9)  Frogs  and  switches. 

(to)  Track  faste  nings. 

' (11)  Ballast. 

Quantities  of  these  items  were  based  on  obsoi’vations  by  the  field  engineers 
together  with  such  information  as  was  afforded  by  the  profiles  and  maps  of  station 
grounds  supplied  by  the  company. 

(12)  Tracklaying  and  surfacing. — To  estimate  this,  the  mileage  of  sidings,  as 
determined  from  the  profiles,  together  with  mileage  of  .yard  tracks,  as  determined  from 
maps  or  Iiy  the  field  engineers.  wa,->  added  to  the  main  line  mileage  and  an  allowance 
was  made  for  an  average  number  of  turnouts. 

(1.3)  Roadway  tools  were  estimated  arbitrarily,  this  item  being  very  unimportant. 

(14)  Fencing. — Quantities  of  this  item  were  estimated  from  observations  by  field 
cngineei’.s. 

(15)  Crossings  and  signs. — This  item,  in  general  small,  was  estimated,  based  on 
general  notes. 

( IG)  Interlocking  and  other  signal  apparatus. 

(17)  Telegraph  and  telephone  lines. 

(18)  Station  huildings  and  fixtures. 

(19)  General  office  huildings. 

(20)  Shops,  etc. 

(21)  Shop  machinery. 
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(22)  Water  stations. 

(23)  Fuel  stations. 

(24)  Grain  elevators. 

(25)  Storage  warehouses. 

(26)  Dock  and  wharf  property. 

(27)  Electric  light  plants. 

(28)  Electric  power  plants. 

(29)  Electric  power  transmission. 

(30)  Gas  producing  plants. 

(31)  Miscellaneous  structures. 

All  these  elements  of  value  were  observed  by  the  field  engineers  and  their  general 
character  noted.  Standard  jdans  for  structures  and  lists  of  all  structures  existing 
were  submitted  by  the  railroad  company.  These  were  compared  with  the  records  of  the 
field  engineers.  Most  of  the  structures  were  of  standard  type  and  all  that  was  neces- 
sary for  the  field  engineers  to  do  was  to  note  the  type,  as  for  instance,  “Station  Build- 
ing, Type  5.”  At  yards  and  terminals,  where  a large  number  of  buildings  existed, 
these  were  either  noted  by  the  inspecting  engineer,  or  in  some  cases  taken  from  the 
plans  which  had  been  verified  in  the  field.  Towards  the  end  of  the  work,  that  is,  during 
t!ie  month  of  February,  complete  lists  of  property  were  received  from  the  railroad 
company.  These  were  compared  with  the  data  which  our  field  engineers  had  procured 
and  which  had  been  used  in  our  estimates  and  which  in  most  cases  were  found  to  agi'ee 
.closely.  Where  time  permitted  and  there  were  discrepancies,  some  modification  of 
our  estimates  was  made. 

On  all  the  British  Columbia  lines  of  the  Canadian  Northern  system,  from  Yellow- 
head  pass  to  Port  Mann,  and  the  lines  on  Vancouver  island,  as  well  as  branch  lines 
under  construction,  we  were  supplied  by  the  company  with  data  showing  the  actual 
pay  quantities,  and  these  were  used  in  the  estimate. 

(&)  Determination  of  Unit  Prices. 

This  being  an  estimate  of  the  cost  of  reproduction  of  the  properties,  it  was  neces- 
sary to  take  unit  prices  which  should  represent  fair  average  values  in  recent  years ; 
eliminating,  however,  all  abnormal  prices  due  to  the  war,  and  taking  account  also  of 
any  definite  trend  in  prices. 

In  other  words,  in  the  case  of  articles  the  price  of  which  has  fluctuated  from  year 
to  year  previous  to  the  war,  but  in  which  there  was  no  definite  trend  of  price,  either 
up  or  down,  the  intention  was  to  take  a fair  unit  price  during  the  period  of  say,  three 
to  five  years  previous  to  the  war. 

Certain  articles,  however,  show  a definite  trend  in  price,  so  that  although  there  are 
fluctuations  from  time  to  time  due  to  variations  in  supply  and  demand  and  other 
causes,  the  average  price  may  be  gradually  increasing  or  decreasing.  In  such  case,  in 
making  an  estimate  of  the  cost  of  reproduction,  the  latest  fair  average  price,  inde- 
pendent of  what  might  bo  called  accidental  fluctuations,  should  be  taken.  In  the  case 
of  lumber,  for  instance,  owing  to  the  gradual  diminution  of  supply,  the  fair  average 
price  has  been  gradually  increasing  during  the  last  ten  or  twenty  years.  In  such  a 
case  it  would  not  be_fair,  in  an  estimate  of  the  cost  of  reproduction,  to  take  the  average 
price  for  a period  of  years,  but  it  would  be  more  reasonable  to  take  the  most  recent 
price,  unless  the  same  were  abnormally  high  or  low  due  to  accidental  causes.  Some 
other  materials  have  illustrated  the  case  of  a gradual  decrease  in  price,  subject  of 
course,  to  accidental  fluctuations;  such,  for  instance,  has  probably  been  the  case  in 
general  with  cement,  which  during  the  past  twenty  years,  with  the  great  increase  in 
American  production,  has  gradually  dropped  in  price,  although  there  have  been  great 
fluctuations  depending  upon  the  extent  of  building  operations,  which  themselves  have 
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boen  largely  dependent  upon  financial  conditions.  In  tlie  case  of  land,  no  account 
could  of  course  be  taken  of  what  was  clearly  an  unjustified  land  boom,  although  it 
might  have  been  in  steady  progress  for  several  years. 

Speaking  generally,  therefore,  the  object  sought  has  been  to  use  fair  unit  prices 
prior  to  the  war. 

Taking  up  now  the  various  items  in  order,  the  following  brief  statement  may  be 
made : — ' • 

(2)  Right  of  way  and  station  grounds. 

(3)  Real  estate. 

The  unit  prices  for  right  of  way  were  determined  after  inquiry  made  by  the  field 
engineers  from  all  available  sources,  including  assessors,  real  estate  dealers,  local  resi- 
<!ents,  and  railroad  employees.  A special  engineer,  Iilr.  N.  Cauehon,  was  charged  with 
the  investigation  of  this  subject  nt  the  larger  cities  and  towns,  including  ^Montreal, 
Toronto,  Ottawa,  Winnipeg,  and  Port  Arthur.  At  Edmonton,  Calgary,  and  Vancouver, 
the  field  engineers  made  special  investigations  on  these  matters.  Assessed  valuations 
were  obtained  wdiere  jiracticable  and  compared  with  estimates  received  from  other  and 
independent  sources. 

The  valuation  of  real  estate  has  probably  provoked  greater  discussion  than  any 
other  in  connection  with  valuation  matters.  Undoubtedly,  much  of  the  real  estate  now 
owned  by  the  Canadian  ^Northern  Company  was  procured  at  a very  low  price.  Rever- 
thcle^s  it  is  now  very  valuable,  and  in  an  estimate  of  the  cost  of  reproduction  its  present 
value  should  be  taken.  At  any  rate,  it  has  been  taken.  Of  course,  it  may  be  objected  to 
this,  that  the  increase  in  value  that  has  taken  place  since  the  original  purchase  has  been 
due  to  the  presence  of  the  railroad,  and  that  the  whole  idea  of  estimating  the  cost  of 
reproduction  by  supposing  the  railroad  to  he  removed,  while  other  conditions,  many  of 
which  are  due  to  the  presence  of  the  railroad,  remain  the  same,  is  an  imaginary  and 
impossible  assumption.  This  is  undoubtedly  true;  if  the  railroad  were  not  in  existence, 
property  values  would  not  be  what  they  are,  having  been  largely  created  by  the  railroad. 

However  no  other  method  seems  practicable.  « If  the  increase  in  real  estate  values, 
which  applies  to  private  properties  as  well  as  to  railroad  property,  has  been  caused  by 
the  presence  of  the  railroad,  it  may  be  urged  that  the  railroad  should  not  be  deprived, 
ill  a valuation  of  its  property,  of  the  benefit  of  values  which  itself  has  brought  about. 
It  is  true  that  the  original  cost  was  much  less,  but  we  are  not  estimating  original  cost. 
Here  is  one  of  the  cases  in  which  confusion  between  the  two  bases  of  value  has  fre- 
quently arisen  and  has  rendered  results  misleading.  It  must  be  carefully  observed, 
however,  that  in  estimating  the  cost  of  reproduction  although  the  railroad  is  supposed 
removed,  it  is  not  reasonable  to  assume  that  all  other  conditions  remain  in  their 
jircsent  condition.  Certain  elements  which  would  be  clearly  different  if  the  railroad 
were  removed,  must  be  assumed  to  be  different.  For  instance,  alongside  of  a railroad 
in  a farming  or  fruit  district,  a faetoiy  or  canning  establishment  may  have  later 
sprung  up,  occupying  land  on  both  sides  of  the  track,  perhaps  wdth  buildings  and  sidings 
on  both  sides  of  the  track,  possibly  wdth  connections  or  pipes  between  the  buildings, 
either  over  or  under  the  track.  Just  back  of  the  factory  may  be  farm  lands.  How  in 
estimating  the  cost  of  reproducing  that  line,  although  the  line  must  be  taken  in  its 
actual  present  position,  the  right  of  way  along  these  factory  sites  should  not  be  esti- 
mated on  the  basis  of  manufacturing  land,  but  as  farm  land.  The  factory  followed  the 
railroad,  and  was  put  where  it  is  because  the  railroad  was  where  it  is.  If  the  railroad 
bad  been  IRQ  or  1,000  feet  away,  the  factory  w-ould  have  been  100  or  1,000  feet  away, 
alongside  the  railroad.  If,  howe\'er,  the  factory  had  preceded  the  building  of  the  rail- 
road, and  the  latter  had  been  laid  out  through  the  factory  property,  then  the  right  of 
way  there  should  be  based  on  the  value  of  the  land  for  manufacturing  and  not  for 
farming  i)urposes.  This  is  another  illustration  of  the  fact  that  in  estimating  cost  of 
reproduction,  that  reproduction  must  he  assumed  to  be  carried  out  essentially  in 
accordance  with  the  actual  historical  development  of  the  property.  It  is  not  possible. 
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however,  to  always  carry  this  ])rinciple  throiiprh  consistently,  particularly  in  the  case 
of  an  old  road.  A road  built  fifty  years  ago  through  a city,  may  have  really  deter- 
mined the  character  of  the  right  of  way  along  its  line.  It  may  be  at  present  of  poor 
quality,  with  cheap  lodging  bouses,  while  a mile  away  ma.v  be  an  expensive  and  exclu- 
sive residence  district.  If  the  railroad  had  been  located  a mile  away,  these  districts 
might  have  been  intercbanged.  hlevertheless,  such  transposition  cannot  be  assumed 
in  the  valuation.  This  is  one  of  the  difficulties  of  the  reproduction  method,  which  like 
all  methods,  must  be  applied  with  judgment  and  good  sense,  carr.ving  underlying  prin- 
ciples as  far  as  they  are  fairl.v  applicable,  and  no  farther. 

I believe  it  justifiable,  therefore,  in  an  estimate  of  the  cost  of  reproduction  to  esti- 
mate real  estate  values  as  at  present  existing,  even  though  they  are  far  below  or  in 
excess  of  the  original  cost,  and  have  been  brought  about  in  some  degree  by  the 
presence  of  the  railroad.  This,  at  all  events,  gives  a consistent  result,  and,  if  criticized, 
it  can  be  onl.y,  as  'already  explained,  on  the  ground  that  the  real  value  may  be  neither 
the  first  cost  nor  the  cost  of  reproduction,  and  that  both  elements  may  have  to  be 
considered  in  determining  what  that  real  value  is. 

Multiples  fw  real  estate  value. — It  has  been  customar.y  in  many  valuations,  after 
determining  the  fair  price  of  real  estate  jier  acre  or  per  foot,  based  on  the  value  of  sur- 
rounding lands  for  the  purpose  for  which  such  lands  are  used  or  available,  to  multiply 
such  values  by  a certain  factor,  varying  according  to  circumstances,  to  obtain  the 
figures  to  be  used  in  estimating  the  value  of  the  railroad  property.  The  use  of  these 
so-called  multiples  is  based  upon  the  fact  that  when  a railroad  company  buys  property, 
requiring  it  in  a continuous  strip  for  right  of  wa.v,  and  in  particular  locations,  and  of 
particular  shapes  for  stations  or  terminals,  it  is  as  a rule,  necessary  for  the  company 
to  pay  a higher  price, — and  sometimes  a ver.v  much  higher  price — per  unit  of  area, 
than  the  land  would  be  worth  for  the  same  purposes  for  which  adjoining  property  is 
used.  In  buying  right  of  way  a railroad  company  crosses  numerous  parcels  of  property 
belonging  to  different  owners,  taking  portions  of  each  estate.  Such  takings  may  dam- 
age the  remainder  of  the  estate,  as  for  instance,  where  the  right  of  way  separates  a 
farm  into  two  portions,  or  where  it  comes  between  a man’s  house  and  his  barn,  or 
where  it  destroys  his  well.  Furthermore,  even  the  presence  of  the  railroad  with  its 
noise  and  smoke  may  be  a real  damage  to  the  property.  If  a railroad  company  takes 
one.  acre  from  a farm  of  ten  acres,  the  owner  claims  compensation  much  greater  than 
one-tenth  the  value  of  what  he  would  take  for  his  entire  farm,  and  in  general,  it  is 
right  that  he  should  be  paid  more.  In  other  words,  the  railroad  company  has  to  pay 
not  simply  for  the  land,  but  for  consequential  or  severance  damages  to  the  remaining 
land. 

Moreover,  it  is  practically  certain  that  in  laying  out  a railroad  there  will  be  build- 
ings on  some  of  the  right  of  way  which  will  have  to  be  moved  or  destroyed,  for  which 
of  course  the  railroad  company  must  and  should  pay.  The  fact  that  such  additional 
cost  cannot  be  estimated  with  accuracy,  is  no  argument  against  its  inclusion.  The 
additional  cost  would  unquestionably  exist  by  the  first  cost  method  and  should  reason- 
ably be  allowed  for  by  the  reproduction  method.  That  this  is  true  will  be  perfectly 
obvious  from  the  following  illustration:  In  building  its  terminal  in  New  York  City, 
the  Pennsylvania  railroad  was  obliged  to  purchase  several  entire  blocks,  with  the 
buildings  upon  them,  paying,  of  course,  not  only  for  the  land  but  for  the  buildings. 
The  latter  were  immediately  destroyed  and  the  terminal  building  erected.  Now,  in  the 
case  of  a new  property  like  this,  the  orginal  cost  and  the  cost  of  reproduction  will  bo 
identical.  The  first  cost  would,  of  course,  include  the  cost  of  the  buildings  which  had 
been  destroyed  and  which  find  no  place  in  the  inventory  of  the  property.  If,  therefore, 
by  the  cost  of  reproduction  method,  the  band  is  simply  taken  at  its  value  or  cost,  the 
value  of  this  piece  of  property  is  much  underestimated. 

Sometimes,  too,  an  ovnier  will  “ hold  up  ” a railroad  company,  demanding  an 
extremely  high  price  for  a small  parcel,  and  juries  in  such  cases  are  often  liberal 
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towards  owners  in  awarding  damages.  It  is  also  unquestionably  right  that  if  a man’s 
IJroperty  is  taken  away  froni  him  against  his  will,  he  should  he  paid  a sum  which  under 
no  circumstances  would  be  less  than  its  fair  value,  and  which,  therefore,  would  gen- 
erally be  more  than  its  fair  value.  ^Moreover,  if  a portion  of  a man’s  land  is  taken,  it 
is  easy  to  see  that  the  value  of  the  remaining  land  may  be  much  less  than  in  the  pro- 
jiortion  which  its  area  bears  to  the  total  original  area.  If  a railroad  takes  half  my 
farm,  the  remainder  may  be  worth  nothing  to  me.  Frequently  the  fair  damages  for 
the  taking  of  a portion  of  a piece  of  property  would  be  greater  than  the  value  of  the 
entire  property.  This  is  well  recognized  in  the  principle  which  allows  no  excess  con- 
demnation of  lands  for  public  improvement  in  cities. 

Since  the  decision  of  the  United  States  Supreme  Court  in  the  ^Minnesota  Rate 
Cases,  June  9,  1913,  the  sifuation  with  reference  to  the  valhation  of  real  estate  and 
right  of  way  in  an  estimate  of  the  cost  of  reproduction,  has  been  quite  uncertain.  The 
court  said : — 

“Assuming  that  the  company  is  entitled  to  a reasonable  share  in  the 
general  prosperity  of  the  communities  which  it  serves,  and  thus  to  attribute 
to  its  property  an  increase  in  value,  still  the  increase  so  allowed,  apart 
from  any  improvements  it  may  make,  can  not  properly  extend  beyond  the 
fair  average  of  the  normal  market  value  of  land  in  the  vicinity  having  a 
similar  character.  Otherwise  we  enter  the  realm  of  mere  conjecture.  We 
therefore  hold  that  it  was  error  to  base  the  estimates  of  value  of  the  right  of  way, 

■ yards,  and  terminals  upon  the  so-called  railway  value  of  the  property.  The  com- 
pany would  certainly  have  no  ground  of  complaint  if  it  were  allowed  a value  for 
these  lands  equal  to  the  fair  average  market  value  of  similar  land  in  the  vicinity, 
without  additions  by  the  use  of  multipliers,  or  otherwise,  to  cover  hypothetical 
outlays.  The  allowances  made  below  for  a conjectural  cost  of  acquisition  and 
consequential  damages  must  be  disapproved;  and  in  this  view  we  also  think  it 
was  error  to  add  to  the  amount  taken  as  the  present  value  of  the  lands  the  further 
sums  calculated  on  that  value  which  were  embraced  in  the  items  of  “Engineer- 
ing,” “ Superintendence,”  “Legal  Expenses,”  “ Contingencies,”  and  “ interest 
during  construction.” 

This  statement,  however,  may  be  considered  to  be  merely  a,  disapproval  of  the 
cost  of  reproduction  as  the  real  value,  and  not  as  implying  that  in  an  estimate  of  the 
cost  of  reproduction  no  multiples  should  be  used.  Certainly  an  estimate  of  value  should 
be  one  thing  or  the  other — either  the  cost  of  the  reproduction  (with  or  without  the 
deduction  of  depreciation,  according  to  circumstances)  or  the  original  cost  (with  or 
without  depreciation).  The  true  value  is  to  be  determined  by  the  court  or  other  deter- 
mining agency  on  the  basis  of  estimates,  and  these  estimates  should  be  either  the 
original  cost  or  the  cost  of  reproduction.  In  estimating  the  cost  of  reproduction,  it  is 
l>erfectly  clear  that  the  right  of  way  should  be  taken  as  of  greater  value  than  merely 
that  of  adjoining  lands,  because  such  value  would  be  less  than  it  would  cost  to  repro- 
duce the  property,  since  consequential  and  severance  damages  ought  to  be  paid  and 
would  have  to  be  paid,  in  addition  to  a higher  price  for  the  land  itself  than  the  value 
of  adjoining  lands,  for  the  reasons:  (1)  that  it  is  taken  from  the  owner  without  his 
consent,  and  (2)  that  only  a part  of  his  property  is  taken  and  the  value  of  the 
remainder  impaired. 

The  above  considerations  indicate  clearly,  to  my  own  mind,  at  least,  that  the  repro- 
duction value  of  land  must  necessarily  include  some  factor  or  multiple  by  which  the 
fair  value,  if  based  upon  the  value  of  adjoining  lands,  should  be  multiplied.  If  the 
original  cost  is  obtained,  that  original  cost  will  surely  include  such  multiple.  What  the 
multiplier  should  be  is  uncertain,  and  there  is  nothing  to  determine  it  except  judgment 
and  experience.  Instances  of  actual  lines  which  have  been  constructed  in  the  United 
States  through  farming  districts,  have  shown  that  the  railroad  company  has  paid  for 
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its  right  of  way  on  the  average,  four  or  five  times  the  fair  value  of  adjoining  land  for 
farm  ijurposes.  In  cities  and  towns  also,  a railroad  company  taking  land  hy  right  of 
eminent  domain,  must,  as  a rule,  pay  in  excess  of' its  fair  value;  the  multiple,  however, 
being  different  from  that  in  the  case  of  farm  lands. 

In  the  present  estimate,  therefore,  I have  continued  to  use  multiples  for  real  estate 
values.  If  your  Board  should  consider  them  unjustifiable,  the  estimate  may  easily  be 
modified  accordingly.  The  multiples  which  I have  used  are  moderate,  and  much  less 
than  those  which  have  been  used  in  some  other  valuations.  For  the  major  portion  of 
the  right  of  way,  the  multiple  has  been  two ; in  other  words,  the  unit  price  of  the  right 
of  way  has  been  taken  as  twice  the  value  of  adjoining  lands  for  the  purposes  for  which 
such  lands  are  used  or  available;  while  in  cities  and  towns  the  multiple  has  been  one 
and  one-quarter;  in  other  words,  the  value  of  the  land  has  been  taken  at  1.25  of  the 
value  of  adjoining  property  for  the  purposes  for  which  such  property  is  used  or  avail- 
able. In  some  eases,  as  in  large  cities  where  special  investigations  were  made,  no 
specific  multiples  were  used ; or,  to  express  it  in  another  manner,  the  figure  given  as  the 
fair  value  includes  the  multiple,  and  is  our  estimate  of  what  the  company  would  have 
to  pay,  without  obtaining  that  figure  by  taking  another  figure  and  multiplying  it  by 
a factor. 

Items  Jt-17. — The  unit  prices  for  grading  of  the  various  classes,  clearing,  grubbing, 
tunnels,  bridges,  ties,  rail,  frogs  and  switches,  track  fastenings  and  other  material, 
ballast,  track  laying  and  surfacing,  roadway  tools,  fencing,  crossing  and  signs,  inter- 
locking, and  telephone  and  telegraph  lines,  were  determined  after  careful  consideration 
and  from  comparison  with  actual  contract  prices,  consultations  with  Messrs,  Kellett 
and  Johnston,  as  heretofore  explained,  discussions  with  the  members  of  the  engineering 
slaff,  comparison  of  data  obtained  by  the  field  engineers,  consideration  of  charges  for 
freight,  unit  prices  at  mills,  location  of  ballast  pits,  and  indeed  all  pertinent  informa- 
tion which  was  available.  These  unit  prices  were  varied  on  different  lines  with  due 
regard  to  local  conditions,  and  the  historical  development  of  the  property.  In  other 
words,  a line  built  through  a territory  already  occupied  by  another  line,  would  have 
Certain  unit  prices  lower  than  those  for  the  latter  line,  which,  when  built,  had  to  con- 
struct its  own  roads,  often  through  difficult  ground,  for  transfer  of  materials  and  sup- 
plies. For  this  reason  some  of  the  unit  prices  for  the  Canadian  Northern  lines  in  ter- 
ritory through  which  the  Grand  Trunk  Pacific  had  previously  been  built,  have  been 
taken  somewhat  lower  than  corresponding  prices  for  the  Grand  Trunk  Pacific.  The 
endeavour  has  of  course  been  made  to  arrive  at  unit  prices  which  were  fair  and  while 
I-erfection  in  this  respect  cannot  be  obtained,  it  is  believed  that  the  prices  used  can  be 
subject  to  but  little  criticism. 

Items  18-31. — A special  engineer  or  architect  was  employed  to  examine  the 
standard  plans  of  all  structures,  except  bridges  and  culverts,  and  to  prepare  estimates 
of  the  cost  of  reproducing  the  same.  This  engineer,  Mr.  Horner,  visited  many  of  the 
important  points  on  the  line,  checking  up  the  standard  plans  and  informing  himself 
with  reference  to  unit  prices,  and  finally  made  complete  estimates  of  cost  of  all  the 
standard  structures. 

There  is  but  one  grain  elevator  owned  by  the  Canadian  Northern  System,  namely, 
tl.at  in  Port  Arthur.  This  is  an  elaborate  structure,  said  to  be  the  finest  and  most  com- 
plete grain  elevator  in  the  world.  Its  cost  was  estimated  by  Mr.  C.  D.  Howe,  con- 
sulting engineer  and  former  student  of  the  writer,  and  until  within  two  years  engines'' 
for  the  Board  of  Grain  Commissioners*  of  Canada.  Mr.  Howe’s  experience,  extending 
through  a number  of  years  in  the  design  and  construction  of  structures  of  this  kind,  in 
which  he  has  probably  had  as  great  experience  as  any  man  in  Canada,  made  his  opinion 
as  to  the  cost  of  reproduction  of  this  elevator  very  interesting.  His  estimate  was  about 
12  per  cent  greater  than  the  cost  as  reported  by  the  company,  substantiating,  therefore, 
to  this  extent,  Mr.  Horner’s  estimates  for  other  structures  which  ran  from  10  to  25 
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fer  cent  in  excess  of  tlie  costs  submitted  by  the  company.  This  excess  was  due,  no 
doubt,  to  increased  prices  since  the  structures  were  built,  and  the  fact  that  many  of 
the  structures  were  built  by  the  railroad  company,  which  made  no  charge  on  its  hooks 
for  haulage  of  material. 

In  addition  to  the  numbered  items  on  the  Typical  Unit  sheet,  two  other  items  have 
been  added  which  should  be  explained,  namely:  “Maintenance  and  Temi)orary  Work 

During  Construction,’’  and  Solidification  and  Adaption,”  or  “ Deferred  Construc- 
tion.” 


Maintenance  and  Temporary  ITorA;  During  Construction. — A contractor  for  a por- 
tif  n of  a railroad  line  has  to  lay  and  maintain  track  until  it  is  accepted  by  the  company. 
After  it  is  accepted,  it  will  probably  be  used  for  some  time  for  the  transportation  of 
iiiaterials,  etc.,  to  sections  l.ving  be.yond.  For  this  purpose  it  has  to  be  maintained  by 
tlie  railroad  company  at  a cost  greater  than  the  average  cost  of  maintenance  of  a line 
after  the  grading  has  come  to  a state  of  equilibrium.  The  cost  'of  such  maintenance 
should  fairly  be  charged  to  the  cost  of  the  work.  It  is  an  operating  expense  that  is  not 
met  by  any  corresponding  revenue.  In  the  present  valuation  an  allowance  of  $250  jier 
mile  has  been  made  for  this  item. 

“Solidification  and  Adaptation” : in  other  words  “Deferred  Construction.” — After 
an  entire  line  is  put  into  operation,  its  maintenance  will  be  more  costly  for  a term  of 
years  than  later,  because  for  a certain  period  there  is  a settlement  of  embankments,  a 
washing-in  of  the  slope  in  cuts,  a filling  up  of  ditches,  and  other  sources  of  expense, 
which  disappear  after  a term  of  years  when  the  work  has  reached  a state  of  equilibrium; 
that  is  to  say,  a railroad  line  after  being  put  into  operation  would  soon  show  an  undu- 
lating profile  due  to  the  settling  of  the  fills,  and  such  sags  have  to  be  tiiken  out  by  rais- 
ing the  track  and  putting  in  new  material.  Oftentimes  the  ballast  is  lost  in  this  way, 
as  new  earth  has  to  be  put  in  above  existing  ballast,  and  new  ballast  on  top  of  that. 

This  item  is  a proper  ehai’ge  to  construction.  Its  amount,  like  all  others,  is  uncer- 
tain. In  the  valuation  of  the  railroads  of  Minnesota  in  1908  the  engineer’s  report 
allowed  a total  of  nearly  $12,000,000  for  this  item  out  of  a grand  total,  not  including 
equipment,  of  about  $339,000,000,  or,  about  3j  per  cent  of  the  total.  Explained  other- 
wise, the  allowance  for  this  item  was  nearly  $1,200  per  mile.  The  proper  amount  of  this 
item  should  vary  with  the  amount  of  grading,  increasing  with  the  amount  of, earth- 
work. It  should  also  vary  to  a certain  extent,  with  the  length  of  the  line,  independent 
of  the  amount  of  earth-work.  In  other  words,  the  charge  per  mile  should  he  a con- 
stant plus  a certain  fraction  of  the  cost  of  grading.  After  careful  consideration,  the 
formula  $200-|-I^o  of  the  cost  of  grading,  has  been  generally  adopted  for  this  item. 
It  gives  results  much  lower  than  tlio^i'  used  in  Minnesota,  and  lower  than  those  which 
have  been  used  in  many  other  valuations,  and  very  likely  it  is  too  low.  For  a light 
piairie  line,  where  the  grading  costs  about  $4,500  per  mile,  this  item  therefore  amounts 
to  $350  per  mile,  while  for  a mountain  section,  where  the  grading  amounts  to  $45,000 
per  mile,  it  would  amount  to  1,700  per  mile.  This  latter  would  seem  to  be  too  much, 
for  the  reason  that  in  such  sections  the  fills  would  be  largely  of  rock,  and  the  settle- 
i.ieiit  would  be  less  than  in  the  case  of  earth.  The  formula  was  therefore  modified 
jiceording  to  local  conditions,  and  in  some  cases  was  made  $2004-'/oo  of  the  cost  of 
^Trading.  Like  the  other  elements  of  a valuation,  it  is  incaj)able  of  exact  determination. 
Tlie  main  point  is,  that  it  was  taken  as  $200  per  mile  plus  a varying  fraction  of  the 
cost  of  grading.  I am  convinced  that  our  total  allowance  for  this  item  is  low. 

It  should  be  added  that  where  the  field  examination  of  a line  showed  the  sags  had 
not  been  taken  out,  or  ditches  kept  open — in  other  words,  that  the  expenditures  con- 
templated by  this  item  subsequent  to  completion  of  the  line  had  not  been  made — the 
item  was  either  not  included  at  all  or  reduced  to  such  amount  as  the  field  engineers 
considered  proper. 
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II.  Grand  Trunk  Pacific  Railroad. 

Ill  the  valuation  of  the  Grand  Trunk  Pacific  Railroad,  inasmuch  as  the  quantities 
had  been  estimated  and  officially  approved  by  the  Government  through  its  considting 
engineer,  Sir  Collingwood  Schrieber,  were  on  file,  these  quantities  were  assumed  in 
our  estimate  as  correct.  There  was  no  occasion  for  us  to  go  over  work  which  had 
already  been  done  by  another  branch  of  the  Government,  and  without  doing  so  we 
were  of  course  not  in  a position  to  criticize  the  results  obtained. 

With  reference  to  unit  prices,  however,  we  used  figures  which  we  considered 
reliable,  without  any  reference  to  those  which  had  been  paid,  although  the  latter  were 
available.  It  was  found  that  in  the  construction  of  the  Grand  Trunk  Pacific,  the  work 
had  been  let  in  sections,  and  that  the  unit  prices  for  the  same  items,  even  in  adjoining 
sections,  varied  substantially  from  each  other.  This  of  course  was  to  be  expected,  and 
resulted,  in  some  cases  from  a desire  on  the  part  of  the  contractor  to  substitute  his  owii 
judgment,  with  reference  to  estimated  quantities,  for  the  preliminary  estimates  of  the 
engineers.  I understand  that  bids  for  each  section  were  let  on  the  basis  of  the  total 
cost,  computed  on  preliminary  estimates  of  quantities.  Such  a preliminary  estimate, 
for  instance,  might  have  shown  .500,(XI0  cubic  yards  of  earth  excavation,  and  50,000 
cubic  yards  of  rock  excavation.  After  examining  the  ground,  however,  the  contractor 
might  have  come  to  the  conclusion  that  the  amount  of  rock  excavation  would  much 
exceed  the  estimate,  while  the  amount  of  earth  excavation  would  be  much  below  the 
estimate.  He  might,  therefore,  bid  a low  price  for  eartb  and  a very  high  price  for 
rock,  and  yet  be  the  lowest  bidder  on  the  basis  of  tbe  estimated  quantities;  and  if  his 
judgment  as  to  the  relative  amounts  of  earth  and  rock  should  prove  correct,  he  might 
make  a very  large  profit,  since  he  would  he  paid  the  amounts  bid  per  cubic  yard  for 
the  actual  quantities  excavated. 

Furthermore,  I was  informed  that  in  certain  contracts  on  this  line,  the  prices  had 
been  changed  after  the  contracts  had  been  let,  and  that  these  prices  had  been  made 
retroactive.  Apparently  the  conduct  of  the  work  itself  was  not  under  Government 
supervision,  although  the  Department  of  Railways,  as  previously  stated,  estimated  and 
approved  the  total  quantities  paid  for. 

The  unit  prices  for  the  Grand  Trunk  Pacific  were  therefore  fixed,  in  the  present 
estimate,  in  the  same  manner  as  for  the  Canadian  Northern,  sometimes  varying  from 
the  latter,  however,  even  in  the  same  district,  on  account  of  local  conditions  or  his- 
torical development. 

OVERHEAD  CHARGES. 

The  elements  of  value  which  have  heen  referred  to  hitherto,  represent  only  the 
physical  elements  of  the  property.  In  addition  to  these,  however,  there  are  other  ele- 
ments, involving  costs  which  are  just  as  tangible  as  the  cost  of  the  physical  elements, 
namely,  the  so-called  overhead  charges,  which  include  contingencies,  engineering,  legal 
expenses,  promotion,  organization  and  administration,  interest  during  construction, 
taxes  and  insurance  during  construction,  commissions  or  cost  of  financing  and  .secur- 
ing the  necessary  capital.  These  are  all  proper  and  necessary  expenses  and  must  bo 
incurred.  They  would,  therefore,  enter  into  the  first  cost  and  should  be  included  in  an 
estimate  of  the  cost  of  reproduction. 

(a)  Contingencies: — This  item  covers,  in  general,  all  uncertainties  in  the  esti- 
mates of  quantities  and  unit  prices.  It  is  unavoidable  that  in  making  an  inventory 
of  a property  some  items  will  be  left  out,  perhaps  because  they  are  unseen  or  under- 
ground. There  are  also  uncertainties  of  many  kinds,  as  for  instance,  with  reference 
to  the  foundations  of  bridges,  in  which  case  the  character  of  the  underlying  soil,  tbe 
method  of  constructing  the  foundation,  and  even  the  dimensions  may  be  uncertain 
unless  original  plans  are  available. 
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Again,  accidents  of  greater  or  less  seriousness  are  practically  certain  to  occur  in 
■connection  with  any  work,  involving  costs  of  greater  or  less  magnitude.  Furthermore, 
temporary  structures  may  be  required  during  the  construction  and  large  quantities  of 
material  may  be  used  in  fills  over  soft  ground  which  no  inventory  or  surface  examina- 
tion would  disclose.  There  are  many  instances  of  this  on  the  lines  which  we  have  con- 
sidered, where  so-called  muskegs  have  caused  large  expense  which  is  not  included  in 
the  valuation  of  tangible  or  visible  items.  Liberal  allowances  have  been  made  for  mus- 
kegs and  other  cases  of  hidden  quantities,  and  these  allowances  together  with  the  allow- 
ance for  contingencies,  in  my  opinion,  fully  cover  these  uncertainties. 

If  tli6  valuation  of  a property  is  based  upon  an  inventory  of  those  things  only, 
which  can  be  seen  or  discovered  from  original  plans,  it  is  almost  certain  to  be  too 
low.  Siqipose,  for  instance,  that  fifty  years  from  now  a valuation  should  be  made  of 
the  Quebec  Bridge.  The  10,000  tons  of  steel  lying  at  the  bottom  of  the  river  would 
not  be  observed  and  perhaps  would  be  forgotten.  Accidents  for  which  nobody  can  be 
blamed  are  likely  to  occur,  and  represent  a certain  or  uncertain  cost  which  is  always 
included  in  the  total. 

It  is  sometimes  argued  that  no  allowance  for  contingencies  should  be  made  in 
the  valuation  of  an  existing  jiroperty,  although  such  allowance  is  reasonable  in  an 
estimate  of  cost  made  before  the  property  is  constructed.  My  own  opinion  is  that  an 
allowance  for  contingencies  is  probably  more  justified  in  the  former  case  than  in  the 
latter,  although  it  is  fully  justified  in  both. 

The  amount  of  this  allowance  should  vary  with  the  complexity  of  the  property, 
its  character,  the  possible  uncertainties  in  the  valuation,  and  other  elements.  In  the 
present  valuation  I have  allowed  for  contingencies,  5 per  cent  on  the  Canadian  Nor- 
tl  ern  lines  for  the  Prairie  Division,  C per  cent  on  the  lines  east  of  Port  Arthur,  where 
there  are  more  uncertainties,  and  2 per  cent  in  British  Columbia  where  the  actual  pay 
quantities  were  known  and  were  assumed  in  this  valuation. 

Oil  the  Grand  Trunk  Pacific,  inasmuch  as  the  actual  pay  quantities  were  assumed, 
the  allowance  for  contingencies  was  2 per  cent  in  the  Mountain  section  and  3 per  cent 
in  the  Prairie  section. 

(h)  Engineering. — This  includes  the  making  of  all  preliminary  investigations  and 
plans,  as  well  as  the  final  plans,  and  the  engineering  supervision  of  all  construction  and 
other  work. 

The  probable  allowance  for  this  item  is,  of  course,  like  the  others,  very  variable, 
depending  upon  the  difficulty,  character  and  extent  of  the  work.  For  a railroad  in  a 
mountainous  region,  the  actual  cost  of  engineering  would  be  much  greater  than  for 
a railroad  in  a Prairie  region,  but  on  account  of  the  greater  cost  of  the  former  line 
per  mile,  it  might  be  a smaller  percentage  of  the  total  cost.  On  large  undertakings  the 
percentage  for  engineering  will  generally  vary  between  5 and  10  per  cent. 

In  the  present  valuation  it  has  been  taken  at  5 per  cent  for  the  Canadian  Northern 
on  the  Prairie  Division;  6 per  cent  on  the  main  lines  east  of  Port  Arthur;  5 per  cent 
on  branches;  and  5 per  cent  in  British  Columbia,  the  percentage  here  being  less  than 
on  lines  east  of  Port  Arthur,  on  account  of  the  much  larger  cost  per  mile  of  the  line 
in  British  Columbia.  In  other  words,  on  the  Prairie  lines  we  have  allowed  for  engi- 
neering about  $1,000  per  mile  and  on  the  Bocky  Mountain  section  about  $3,500  per 
mile. 

On  the  Grand  Trunk  Pacific  it  has  been  assumed  at  5 per  cent  throughout. 

(c)  Legal  Expenses. — This  item  includes  the  salaries  and  expenses  of  law  officials, 
costs  of  litigation,  and  any  other  legal  expenses  which  may  be  incurred.  It  may  be  a 
very  small  item  or  a very  large  one,  depending  upon  the  character  of  the  property  and 
the  circumstances  attending  its  construction.  This  item  does  not  include  the  cost 
of  acquiring  land,  which  is  included  in  the  valuation  of  right  of  way  and  real  estate. 
In  this  estimate  legal  expenses  have  been  assumed  at  one  per  cent. 
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(d)  Promotion,  Organization  and  Administration. — Tlie  cost  of  promotion  is  cer- 
tainly a proper  charge  against  an  undertaking.  It  is  necessary  for  some  one  to  take 
the  initiative,  and  procure  the  necessary  information,  interest  financiers  and  others, 
and  so  initiate  the  work.  Next  comes  the  cost  of  organization,  wliieh  includes  the 
incorporation  and  organization  of  the  company,  the  securing  of  franchises  and  simi- 
lar steps,  all  of  which  cost  money.  After  the  organization  of  the  project  is  its  admin- 
istration throughout  the  period  of  construction,  including  salaries  for  general  officers, 
agents,  accountants,  clerks,  and  all  other  employees  not  included  in  the  engineering 
and  legal  departments,  and  all  administration  expenses  for  materials,  stationer.y, 
printing,  travelling,  etc. 

In  the  present  valuation  this  item  has  been  assumed  at  one  per  cent,  except  in 
both  lines  in  British  Columbia,  where  it  has  been  taken  as  three-fourths  of  one  per 
cent. 

(e)  Taxes  and  insurance  during  construction. — Certain  expenditures  are  neces- 
sary under  these  heads.  In  the  present  valuation,  in  the  absence  of  more  definite 
information,  they  have  been  assumed  as  one  per  cent,  and  one-half  per  cent  in  British 
Columbia  and  on  branches  in  the  East, 

(/)  Interest  during  construction. — An  important  overhead  charge  is  the  interest 
on  money  borrowed  or  invested  in  the  property  during  the  period  of  construction.  It 
is  unquestionably  a proper  charge.  Its  amount  involves  an  assumption  as  to  the  rate 
of  interest  and  the  period  of  construction.  The  rate  of  interest  must  be  that  which 
would  be  charged  in  the  case  of  a new  company,  and  not  the  rate  which  the  same 
company  could  command  after  its  success  and  credit  has  been  established. 

In  the  present  valuation  the  interest  rate  has  been  assumed  at  6 per  cent  and  the 
period  has  been  varied,  as  shown  in  the  tabulation  of  overhead  charges  which  follows. 

(g)  Commissions. — The  cost  of  financing  and  securing  the  necessary  capital 
with  which  to  carry  out  the  enterprise  is  a necessary  cost.  This  does  not  include  dis- 
count on  securities,  which  I do  not  regard  in  general  as  a proper  overhead  charge, 
but  simply  as  an  adjustment  of  interest,  which  should  be  amortized  after  the  com- 
pletion of  the  work. 

If  a company  sells  its  5 per  cent  long  term  bonds  at  80,  it  could  pro'bably  sell  its 
G.5  per  cent  bonds  at  par.  If  it  adopts  the  former  course,  the  fact  that  it  receives  only 
.$8  in  cash  for  every  $10  par  value  of  securities,  has  nothing  to  do  with  the  valuation 
of  the  property.  In  the  case  of  any  given  company  at  a given  time,  the  total  annual 
charge  involved  in  a bond  issue,  for  interest  and  amortization  will  be  very  nearly  the 
same,  no  matter  what  the  interest  rate  carried,  the  term  and  the  price  at  which  the 
bonds  are  sold.  If  fifty  year  5 per  cent  bonds  are  sold  at  80,  the  investor,  assuming  that 
he  holds  the  bonds  to  maturity,  may  be  said  to  receive  6-25  per  cent  interest,  plus  a 
sum  which,  if  contributed  annually  and  put  at  interest,  will  amount  to  $20  in  fifty 
.vears,  or  something  like  0'25  of  one  per  cent,  a total  of  about  6-5  per  cent.  At  all 
events,  the  company,  if  it  provides  for  amortizing  the  discount,  as  it  should,  will  pro- 
vide this  sum  out  of  earnings.  During  the  fifty  years,  if  the  credit  and  financial 
stability  of  the  company  remain  good,  the  price  of  the  bonds  should  gradually  rise  to 
par.  Under  the  same  circumstances,  6J  per  cent  bonds  should  bring  par.  The  com- 
pany has  the  option  of  issuing  bonds  at  par,  or  lower  rate  bonds  at  a less  price;  in 
either  case,  if  provision  is  made  for  amortizing  the  discount,  as  should  be  made,  the 
total  charge  for  interest  will  be  the  same,  no  matter  what  the  rate  of  interest  or  dis- 
count. If  bond  discount  were  allowed  in  the  physical  valuation,  the  company  might 
boost  the  value  of  the  property  to  almost  any  extent,  without  increase  of  annual  interest 
charge,  simply  by  selling  securities  at  a discount. 

It  is  not  intended  to  question  the  fact  that  it  is  frequently  wise  to  sell  bonds  at 
a discount,  nor,  that  it  is  sometimes  desirable  to  give  shares  of  stock  as  a bonus  with 
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11  block  of  bonds.  Sucb  transactions,  bowever,  are  merely  part  of  the  methods  of 
linancing,  and  have  no  bearing  on  the  physical  valuation. 

It  is.  proper,  however,  to  charge  a fair  percentage  to  cover  the  expenses  of  interest- 
ing financiers,  paying  for  such  examination  or  investigation  as  they  may  desire  to 
make  before  underwriting  and  the  proper  expense  of  marketing  the  securities.  In  the 
present  valuation  the  allowance  for  commissions  has  been  taken  at  3 per  cent.  While 
this  may  be  generally  low  for  a new  property,  yet  in  this  case  I think  it  ample,  con- 
sidering that  the  bonds  in  this  case  carried  a Government  guarantee. 

Some  of  these  overhead  charges  apply  not  only  to  the  valuation  of  the  physical 
elements,  hut  to  some  of  the  other  contingencies.  For  instance,  the  cost  of  engineering 
is  a percentage  of  the  cost  of  the  work  including  contingencies;  the  charge  for  interest 
is  for  interest  on  the  money  expended,  not  only  for  the  physical  items,  but  for  contin- 
gencies, engineering,  etc.  The  charge  for  commissions  is  a certain  percentage  on  the 
total  amount  of  capital  invested  in  the  property,  including  all  other  overheads  and, 
indeed,  including  itself. 

These  overhead  charges  can  only  be  estimated  approximately,  and  they  would 
undoubtedly  vary  in  the  same  property  depending  upon  the  date  of  construction,  or 
the  engineer  in  charge,  or  the  promoter,  or  the  fiscal  agent.  All  that  can  be  done  in  a 
valuation  is  to  allow  reasonable  amounts.  The  total  of  these  overheads,  however, 
amounts  to  a considerable  sum,  so  large  as  to  be  surprising  to  those  who  have  not  given 
attention  to  this  phase  of  the  question,  or  who  have  the  idea  that  a property  only  costs 
what  is  necessary  to  pay  for  steel  or  concrete  or  land  or  other  physical  property. 

The  following  tables  show  the  method  by  which  the  overhead  charges  in  the 
present  valuation  have  been  determined,  and  the  percentage  used. 

In  these  tables,  unity  (1)  represents  the  total  estimated  cost  of  reproduction  of 
the  physical  items,  without  any  allowance  for  overhead  charges.  If  6 per  cent  is 
allowed  for  contingencies,  then  the  total,  with  this  allowance,  will  be  1-06:  If  6 per 

cent  is  allowed  for  engineering,  this  6 per  cent  is  computed  on  the  total  with  contin- 
gencies, namely,  6 per  cent  of  1-06,  which  equals  -0636,  which,  added  to  the  previous 
total  (1-06),  gives  a total,  including  contingencies  and  engineering,  of  1-1236.  In  this 
manner  the  total  overhead  charge  has  been  computed. 

On  the  Prairie  Division,  where  the  grading  was  less,  and  where  there  were  not  so 
many  hidden  or  uncertain  items,  allowance  for  contingencies  was  taken  less  than  in  the 
Eastern  Division,  where  there  were  more  muskegs  and  generally  greater  uncertainty. 

The  principal  item  of  overhead  charge  is  interest.  In  order  to  estimate  this,  a 
programme  of  construction  had  to  be  assumed.  We  assumed  that  the  main  line  would 
be  constructed  in  three  years,  and  that  the  payments  would  be  made  practically  uni- 
formly througbout  that  time.  The  interest  charge  would,  therefore,  be  an  average 
period  of  one  and  one-half  years  on  the  w-hole  expenditure.  We  assumed  the  interest 
rate  at  6 per  cent,  making  the  total  interest  charge  9 per  cent  on  the  entire  expendi- 
ture including  previous  overheads  listed  in  the  table.  For  Branch  Lines,  we  assumed 
that  the  period  of  construction  would  be  one  and  one-third  years,  or  practicallj"  two 
working  seasons,  making  the  aggregate  period  two-thirds  of  a year,  which  at  6 per  cent 
w'ould  make  the  interest  charge  4 per  cent  on  the  total  cost,  including  previous  over- 
heads. 

With  reference  to  the  land  values  which  we  have  allowed  in  our  estimate  of  the 
cost  of  reproduction,  it  has  already  been  explained  that,  for  the  right  of  way  in  general, 
we  allowed  double  our  estimated  value  of  adjoining  lands.  To  this  has  been  added,  for 
overhead  charges  for  the  main  line,  24  per  cent.  Our  estimate,  therefore,  of  the  cost 
of  reproduction,  is  practically  two  and  one-half  times  our  estimate  of  the  fair  normal 
value  of  adjoining  lands.  In  cities  we  have  allowed  for  the  cost  of  reproduction,  about 
25  per  cent  in  excess  of  the  value  of  adjoining  property  w-hich,  with  the  addition  of  24 
per  cent  for  overhead  charges,  makes  our  estimate  of  the  cost  of  reproduction  1-55 
times  the  fair  normal  value  of  adjoining  property. 
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Thore  is  no  question,  in  my  mind,  that  our  estimate  of  the  cost  of  reproduction  of 
the  right  of  way  and  real  estate  is  liberal,  and  not  fairly  open  to  criticism  as  being  too 
low.  If  anything,  I believe  it  is  high.  It  must  be  borne  in  mind,  however,  that  this 
estimate  includes  all  costs  of  acquisition,  including  damages,  and  it  is  intended  to  be 
an  estimate  of  what  it  would  cost  to  acquire  these  properties  under  normal  conditions. 
It  must  be  borne  in  mind  also,  that  much  of  this  right  of  way  when  the  railroad  was 
constructed,  was  in  undeveloped  territory  of  tittle  value;  and,  indeed,  that  much  of  it 
is  still  of  very  small  value. 

CANADIAN  NORTHERN  RAILWAY. 

Eastern  Division.  Main  Line,  East  of  Port  Arthur. 

Overhead  Charges 


A.  On  all  iteins  except  land — 

(a)  Contingencies,  6 p.c 

(b)  Engineering,  6 p.c.  on  I’OG 

(c)  Legal,  etc.,  1 p.c.  on  1*06 

(rf)  Administration,  1 p.c.  on  1*07 

(e)  Taxes,  say  1 p.c 

(/)  Interest,  3-year  period,  say,  9 p.c.  on  1*1549 
\g)  Commissions,  3 p.c.  on  1*2588 

Say,  30  p.c. 

B.  On  land — 

(a)  Administration,  etc.,  1 p.c 

(h)  Taxes,  3 years  at  J p.c.  = li  p.c 

(c)  Interest,  3 years  at  6 p.c.  equals  18  p.c.  on 

id)  Commissions,  3 p.c.  on  1*2095 

Say,  24  p.c. 

CANADIAN  NORTHERN  1 

Prairie  Division,  Main  Line. 

Overhead  Charges. 

Total  without 
• overheads  — 1. 


A.  On  all  items  except  land — Total. 

(а)  Contingencies,  5 p.c 1*05 

(б)  Engineering,  5 p.c.  on  1*5 1*1025 

(c)  Legal,  etc.,  1 p.c.  on  1*05 1*1130 

(d)  Administration,  1 p.c.  on  1*06 1*1236 

(e)  Taxes,  say,  1 p.c 1*1336 

(/)  Interest,  3-year  period.  Average  li  years  at  6 p.c.  equals  9 p.c. 

on  1*1336 1*2356 

(g)  Commissions,  3 p.c.  on  1*356 1*2727 

Say,  27*2  p.c. 

B.  On  latid — 

As  on  Eastern  Division,  main  line,  24  p.c. 


Note:  Special  terminal  appraisals  made  by  special  engineer  include  all  overhe.nds 
CANADIAN  NORTHERN  RAILWAY. 

Eastern  Division,  branch  lines  east  of  Port  Arthur, 

Overhead 


A.  On  all  items  except  land — 

(a)  Contingencies,  6 p.c 

(ft)  Engineering,  5 p.c.  on  1*06 

(c)  Legal,  1 p.c.  on  1*06 

(d)  Administration,  1 p.c.  on  1*07 

(e)  Taxes,  I p.c 

(/)  Interest,  j (1-year  period),  say  4 p.c.  on 
(g)  Commissions,  3 p.c.  on  1*1849 

Say,  22  p.c. 

B.  On  land — 

(a)  Administration,  1 p.c 

(b)  Taxes,  1 year  at  5 p.c 

(c)  Interest,  1 year  at  6 p.c.,  6 p.c.  on  1*015 

(d)  Commissions,  3 p.c.  on  1*0759 

Say,  11  p.c. 


RGBS. 


1*1393. 


Total  without 
overheads  = 1. 

Total. 

1*06 

1*113 

1*1236 

1*1343 

1*1393 

1*1849 

1*2204 


1*01 

1*015 

1*0759 

1*1082 


Total  without 
overheads = 1. 

Total. 

1*06 

1*1236 

1*1342 

1*1449 

1*1549 

1*258$ 

1*2966 


1*025. 


1*01 

1*025 

1*2095 

1*2458 
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CANADIAN  NORTHERN  RAILWAY. 

Prairie  Division,  branch  lines. 

Overhead  Charges. 

Total  without 
overheads  = 1. 


A.  On  all  items  except  land — Total. 

(a)  Contingencies,  5 p.c 1*05 

(h)  Engineering,  5 p.c.  on  1*05 1*1025 

(c)  Legal,  etc.,  1 p.c.  on  1*05 1*1130 

(d)  Administration,  1 p.c.  on  1*06 1*1236 

(e)  Taxes,  say  1 p.c . ..  1*1336 

(/)  Interest,  1-year  period;  * year  at  6 p.c.  equals  3 p.c.  on  1*1336 

say  4 p.c.,  on  1*1336 1*1790 

ig)  Commissions,  3 p.c.  on  1*1790 1*2143 

Say,  21*5  p.c. 

B.  On  land — 

(a)  Administration,  etc.,  1 p.c 1*01 

(b)  Taxes,  1 year,  i-p.c 1*015 

(c)  Interest,  1 year,  6 p.c.  on  1*015 1*076 

(d)  Commissions.  3 p.c.  on  1*076 1*108 

Say,  11  p.c. 


CANADIAN  NORTHERN  RAILWAY. 

In  liritish  Columbia. 

Overhe.\d  Charges. 

Total  without 
overheads=l. 


A.  On  all  items  except  land — * Total. 

(a)  Contingencies,  2 p.c 1*02 

(b)  Engineering,  5 p.c.  on  1*02 1*071 

(c)  Legal,  etc.,  2 P-c.  on  1*02 1*T)787 

(d)  Administration,  5 p-c.  on  1*0275 1*0864 

(e)  Taxes,  I p.c 1*0914 

(/)  Interest,  3-year  period  equals  average  IJ  year,  9 p.c.  on  1*0914  1*1896 

ig)  Commissions,  3 p.c.  on  1*1896 1*2253 

Say,  23  p.c. 

B.  On  layid — 

(a)  Administration,  3 P C 1*0075 

(b)  Taxes,  1 p.c 1*0175 

(c)  Interest,  3-year  period,  IS  p.c.  on  1*0175  1*2006 

(d)  Commissions,  3 p.c.  on  1*2006 1*2366 

Say,  23  p.c. 


GENERAL  REM.-^RKS. 

From  tlie  foregoing  description  of  the  methods  of  valuation  employed  and  the 
time  allowed  for  the  work,  it  may  perhaps  inferred  that  the  results  are  so  inaccurate 
as  to  be  unreliable.  I do  not,  however,  consider  such  to  be  the  case.  There  are 
undoubtedly  certain  elements  of  these  properties,  for  the  accurate  estimation  of  which 
additional  time  would  be  desirable,  and  our  figures  would  undoubtedly  be  modified  if 
a more  thorough  study  could  be  made.  Such,  for  instance,  is  probably  the  case  with 
some  of  the  real  estate  values,  and  certain  lines  which  it  has  not  been  possible  for  us 
to  examine  with  the  care  which  would  be  desirable.  However,  I am  convinced  that 
Mr.  Cauchon,  who  has  estimated  the  real  estate  values  in  the  large  eastern  terminals, 
as  well  as  the  field  engineers  who  have  estimated  right  of  way  and  the  western  ter- 
minals, have  handled  their  work  with  great  skill  and  discrimination,  and  with  the 
sole  desire  of  arriving  at  the  truth,  and  I feel  well  satisfied  with  their  results. 

On  the  whole,  I long  ago  became  convinced  of  the  fact  that  in  making  a physical 
valuation  it  is  not  desirable  to  go  into  extreme  detail,  in  view  of  the  many  sources  of 
inaccuracy,  and  the  impossibility  in  any  case  of  arriving  at  an  exact  result,  and  the 
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further  uncertainty,  after  the  final  valuation  has  been  completed,  as  to  what  the 
courts  or  determining  body  will  decide  to  be  the  fair  value.  Many  people  delude  them- 
selves with  the  idea  that  a lot  of  figures  necessarily  means  exactness.  In  this  as  in 
other  computations,  much  depends  upon  the  skill  and  good  judgment  with  which  the 
work  is  carried  on  and  the  various  prices  and  percentages  determined,  and  if  skill 
and  good  judgment  are  exercised,  while  individual  results  may  be  largely  in  error, 
such  errors  will  largely  compensate  each  other  in  the  total,  and  the  final  result  may 
be  very  close  to  the  truth. 

The  present  valuation  has  afforded  several  remarkable  instances  of  such  agree- 
ment, which  may  be  mentioned. 

1.  On  the  Canadian  Northern  llailway,  the  section  from  Rideau  Junction  to 
Current,  a distance  of  595  miles,  was  established  by  us  on  the  basis  of  our  field  inspec- 
tion. After  our  final  figures  had  been  obtained,  it  was  learned  that  the  Government 
Department  of  Railways  and  Canals  had  upon  its  books  official  figures  for  this  line. 
The  following  table  gives  a comparison  of  these  figures.  It  will  be  observed  that  our 
total  cost,  including  contingencies,  representing  the  cost  of  reproduction  of  the 
physical  elements  without  overheads,  was  four-tenths  of  one  per  cent  in  excess  of  the 
figures  given  by  the  Department  of  Railways  and  Canals,  the  actual  difference  being 
but  $125,571  out  of  a total  of  nearly  $34,000,000. 

Our  estimate  of  engineering  was  slightly  less  than  the  actual  figure  on  the  books 
of  the  department,  and  our  estimate  of  interest  during  construction  slightly  greater 
than  theirs.  Our  total  cost,  excluding  legal  expenses,  administration,  taxes  and  com- 
missions was  2 per  cent  in  excess  of  theirs.  To  this  we  added  overhead  charges  which 
were  not  included  in  their  estimate.  This  is  a remarkable  agreement,  particularly 
with  regard  to  the  physical  items,  the  engineering  and  in  the  interest  during  construc- 
tion. 

CAN.\DI.\N  NORTHERN  RAILWAY. 

Rideau  Junction — Current,  895  miles. 


Comparison  of  estimate  made  by  the  Commission  of  Inquiry  from  field  inspection 
with  statements  by  the  Department  of  Railways  and  Canals  taken  from  the  Canadian 
Northern  Railway  Company’s  books  and  final  estimates  of  May,  1916. 


Total. 

Difference. 

Pkr 

MILE. 

Dif- 

ference. 

Per 

cent. 

Commission 

of 

Inquiry. 

Department 
Railways 
and  canals. 

Commission 

of 

Inquiry. 

De]>artment 
Railways 
and  Canals. 

$ 

$ 

$ 

$ 

Basic  cost 

31,875, !I30 

.33,281,810 

-1,029,880 

35,fll5 

37,190 

-1,575 

-1 

Contingencies 

I, ‘110,50.5 

.382,051 

2,111 

127 

Subtotal  No.  1 

33,7'J2,138 

33,000,801 

-t-  125,.571 

37,7.56 

37,617 

4-  139 

4-1/10 

Engineering : 

2,o:n,4'.*5 

2» 380,973 

2,270 

' 2,660 

Subtotal  No.  2 

35,823,030 

36.017,837 

- 223,907 

10,026 

40,277 

- 251 

-6/10 

Maintenance  and  deferred 

Construction 

890,700 

\s  me  none 

1,002 

Subtotal  No.  3 

30,720,020 

30,047,837 

- 072,783 

11,028 

10,277 

- 751 

4-  2 

Interest  during  construe- 

tion 

3,112,380 

3.251,11.3 

3,810 

3,635 

Subtotal  No.  4 

10,103,000 

39,301,980 

-f-  801,020 

11,871 

1.3,912 

4-  902 

4-  2 

Other  overhead  charges.. 

2,391,078 

218,375 

2,072 

277 

Grand  total 

12, ,554, 678 

39,550,350 

4-3,001,323 

47,540 

41,189 

4-3,357 

4-  8 
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Contingencies — Commission  of  Inquiry  gives 
on  basic  cost,  less  land;  Department  of 
Railways  and  Canals*  item  consists  of  differ- 
ence between  total  ledger  cost  and  cost  com- 
puted on  unit  price  basis. 

Interest  duritig  Construction— Commission 

of  Inquiry  give  9%  (I  3-year  period  at  6</c) 
on  Subtotal  No.  3 plus  legal  and  Administra- 
tration  Expenses.  Department  of  Railways  and 
Canals  give  ledger  cost. 


Other  Overhead  Charges — 


7 GEORGE  V,  A.  1917 

Engineering — Commission  of  Inquiry  gives 
on  Subtotal  No.  1,  less  land  ; Department 
of  Railways  and  Canals  give  ledger  cost  of 
same. 

il/ninfcnaHCP— during  and  Deferred  Con- 
struction— Commission  of  Inquiry  give : 
Maintenance  during  Construction.  . $ 250 
Solidification  and  Adaptation,  $200 


plus  1/30  grading  cost 752 

Per  mile $1,002 


Department  of  Railways  and  Canals  do  not 
include  anything  for  this  item. 


Legal  llxpenses on  Subtotal  No.  1, 

Administration 1 % on  " No.  1 plus  Legal  Expenses. 

Taxes • 1%  on  basic  cost. 

Commission 3%  on  Subtotal  No.  4. 


CAN.\DIAX  NORTIIKKN  RAILWAY  SYSTEM CAN.\r>IAN  NORTHERN  ONTARIO  RAILWAY. 

, Rideau  Junction — Current,  895  miles. 

Comparison  of  estimate  made  by  the  Commission  of  Inquiry  from  field  insiJection 
with  statements  by  the  Canadian  Northern  Railway  Valuation  Summary  Sheet  of 
rieeember  30,  1916. 


Commission 

Canadian  Northern  Railway. 

Gross. 

Deduction. 

Adjusted. 

$ 

$ 

s 

8 

4,655,010 

134,199 

262,228 

4,208,583 

12,304,001 

498,937 

710,295 

11,184,769 

2,042,078 

Deduct  cost  of  road  

110,562 

165,939 

1,760,177 

28,102,045 

1,158,720 

1,738,673 

55,204,652 

42,55»,G78 

47,193,734 

4,835,553 

42,358.181 

2.  Subsequently  to  this  comparison,  the  Canadian  Northern  Railway  Company 
submitted  its  statement  of  cost  of  this  line.  This  statement  contained  two  items 
which  we  threw  out,  namely  “ discount  ” and  “ cost  of  road.”  The  first  was  probably 
discount  on  bond.s,  which,  as  above  exiilained,  I do  not  consider  a fair  charge  in  a 
valuation ; and  the  second  item,  stock  given  to  contractors,  which  should  not  be 
included. 

Deducting  these  two  items,  our  total  cost  of  reproduction  was  $42,554,678,  while 
that  of  the  company  was  $42,358,181,  a truly  remarkable  agreement.  These  results  are 
as  shown  above. 
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RESULTS. 

1.  CAXADIAX  NORTHERN  RAILWAY  SYSTEM. 

The  results  of  this  work  for  the  Canadian  Northern  Railway  System  are  given  in 
the  following  tables : Table  1 gives  a summary  of  the  various  lines  in  operation  and 
under  construction  and  all  other  items  which  have  been  included  in  our  estimate  of 
the  cost  of  reproducing  the  property,'  all  being  physical  elements.  Tallies  2 and  3 
show  these  results  more  in  detail,  with  reference  to  each  division  or  branch  of  the 
Canadian  Northern  Railway  System. 

T.\ble  1. — Estimated  cost  of  reproduction. 


Lines  in  operation. 

ToTa  L. 

C.  N.  R.  Pkopoutiox 
Based  ox  per  cent  oe 
Stock  Owned. 

Total. 

New. 

Less  De- 
preciation. 

N^w. 

Le&.s  De- 
preciation. 

Land. 

Interest. 

•s 

s 

s 

8 

s 

s 

^Halifax  & S.  W 

fi,ei4,976 

5,29.8,176 

6,614,976 

5,298,176 

4-223,821 

549,291 

Que.  & L.  St.  J ... 

11,319,589 

9,796,240 

10,017,8.36 

8,669,672 

1,666,002 

364,8.81 

C.  N.  Sys.  Term 

543,986 

543,986 

543,986 

543,986 

543,986 

C.  N.  Que.  Rv 

16,212,912 

14,r>08,730 

9,679,611 

8,771,411 

2,929,358 

1,171,227 

C.  N.  Ont.  Rv 

71,118,221 

64,713,421 

71,118,221 

64.713,421 

4,06.8,944 

5,573,557 

B.,  W.  & N.  W.  Ry 

754,105 

579,038 

754,105 

579,038 

45,414 

28,681 

Bay  of  t^'^iinte  Ry 

1,199,540 

970,518 

1,199,540 

970,518 

42,317 

85,052 

('ent.  Ont.  Ry 

3,197,672 

2,.524.159 

3,197,4)72 

2,524,159 

143,848 

120,6.88 

I.,  B.  & Ottawa  Ry 

839,173 

6:^6,  film 

839.173 

636,990 

11,037 

31,163 

Duluth,  Win.  & R.  Ry. . . . 

8,092,168 

6,880,366 

4,127,00(i 

3,6<  .8,969 

1,860,797 

280,294 

Niag.  Sv.  C.  & Tor.  Ry... 

3,088,825 

2,749,740 

3,088,825 

2,749.740 

.358,864 

114,439 

C.  N.  Ry 

142,822,4.53 

122,264,278 

142,822,453 

122,264,278 

26,3.84,310 

7,909,110 

N.  P.  & Man.  Ry 

13,232,3)3 

11,619,723 

13,232,353 

11,619,723 

5,849,814 

469.452 

C.  N.  Sask.  Ry 

1.064,400 

867,116 

1,064,400 

867,116 

170,405 

40,627 

C.  N.  We.st.  Ry  

8,333,919 

7.644,723 

8,333,919 

7,644,723 

1,39.771 

312,554 

0.  N.  Alhcrta  Ry 

12,685,999 

11,979,112 

12,685,999 

11,979,112 

174,919 

1,015,375 

C.  N.  Pacific  Ry 

45,976,455 

41,681,158 

45,976,455 

44,681,158 

1,195,844 

3,800,890 

Total  lines  in  operation. 

347,096,746 

308,357,474 

335,296,080 

298,122,193 

45,809,451 

21,947,291 

Lines  Under  Construction 

Que.  & L.  St.  John 

344,937 

344,9.37 

30),269 

305,269 

41,648 

13,701 

C.  N.  Que.  Ry 

150,417 

150,417 

89,799 

89,799 

3,340 

5.702 

C.  N.  Ont.  Ry 

17,298,640 

17,298,640 

17,29,3,610 

17,298,640 

9,100,055 

835,784 

C.  N.  Ry 

1,252,946 

1,252,916 

1,2,52,946 

1,252,946 

170,465 

44,979 

C.  N.  West.  Ry 

2,891,878 

2,891,878 

2,891.878 

2,891,878 

622,716 

lOS.tWO 

C.  N.  Sask.  Ry 

116,653 

116,653 

116,653 

116,653 

37,925 

5,037 

C.  N.  Pac  Ry 

19,229,110 

19,2241.110 

19,229,110 

19,229,110 

11,402,908 

1,882,611 

Various  Loc.  Surveys 

71,954 

71,954 

71,954 

71,954 

Total  lines  under  con- 

struction 

41,3.56,535 

41,356,535 

41,256,249 

41,256,249 

21,379,057 

2,891,494 

Total  railroad  lines 

388,453,281 

349,714,009 

376,5.52.329 

339,378,442 

67,188,508 

24,838,785 

1 62,0r»8 

5.T004 

54,930 

47.440 

f 1,4.36,625 

1,260,261 

1,4.36,625 

1,260,261 

329,^ 

Elevators  

2,955,04)0 

2,4180,000 

2,9.5.5,000 

2,6.80,000 

205,000 

2,452,fil8 

2,452»618 

2,452,618 

2.452J>18 

IJSl  .392 

1,050^835 

1,751,392 

1,050;835 

Canadian  Northern  Ex- 

press  Co.  and  Transfer  Co. 

330,579 

198,347 

330,579 

198,347 

8,938.282 

7,695,665 

8,981,144 

7,689,501 

534,350 



Grand  total  

397, 441, .563 

.357,409,674 

38.5.5,3.3,473 

347,067,943 

67,722,8.-.8 

24,838.785 

'Figures  given  by  R.iilway  Company  as  shown  on  letter  from  Mr.  Mitchell,  9th  March,  1917,  copy  of 
which  is  attached. 
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Canadian  Xorthern  IUilway  System. 

Ottawa,  Ont.,  March  9,  1917. 

W.  H.  ClIADBOURN,  Esq., 

Commissioner  of  Inquiry  into 
Transiiortation  and  Railways, 

Citizen  Building,  Ottawa,  Ont. 

Dear  Sir, — With  respect  to  the  Halifax  and  South  Western  Railway,  I 
attach  herewith  -a  statement  showing  the  cost  of  these  lines  to  the  company. 

The  Halifax  and  South  Western  Railway  was  built  under  agreement  with 
the  Nova  Scotia  Government,  by  which  they  advanced  $13,500  per  mile  of  rail- 
way, the  conqiany  giving  to  the  I’rovincial  Government  a mortgage  over  the 
railway  for  the  amount  advanced  and  for  interest  on  advances  during  construc- 
tion. The  agreement  with  the  Government  provided  that  the  mortgage  would 
be  cancelled  by  payment  of  $10,300  per  mile;  in  other  words,  leaving  the  com- 
pany a cash  subsidy  at  the  rate  of  $3,200  per  mile.  In  1912  the  company 
arranged  with  the  Government  for  a new  mortgage,  under  which  the  total 
advances  of  the  Government,  plus  accrued  interest,  less  $3,200  per  mile  cash 
subsidy,  were  retired  by  the  issue  of  new  31  per  cent  bonds  of  the  company, 
amounting  to  $1,447,000. 

In  addition  to  the  above,  the  company  received  from  the  Dominion  Gov- 
ernment cash  subsid.v  of  $1,364,210.93,  and  expended  this,  together  with  a fur- 
ther amount  of  $641,231  on  the  construction  of  the  lines,  the  total  expendi- 
ture being  as  shown  on  the  statement  enclosed. 

The  statements  of  cost  already  submitted  will  furnish  you  with  details  of 
the  expenditure. 


Yours  truly, 

A.  J.  MITCHELL, 

Assistant  to  Vice-President. 


Halifax  and  Mahone.  . .. 
Lunenburg  to  Middleton. . . 
Middleton  to  Port  Wade.  . . 

Caledonia  Branch 

Bridgewater  to  Barrington 
Barrington  to  Yarmouth.  . 

Liverpool  to  Milton 

Torbrook  Branch 


6S-10 

71-00 

39-40 

22-10 

117-50 

50-10 

4-98 

4-16 


377-34 


Total  cost  of  construction  of  lines 

Betterments,  etc 

Cost  of  road,  stock ?1, 500, 000  00 

Less  cash  subsidy 1,364,210  93 


Interest  (operating,  capitalized) 


$6,452,441  43 
162,534  28 


$ 135,789  07 
212,915  37 


$6,963,680  15 


Note. — Under  agreement  with  Nova  Scotia  Government,  interest  to  amount  of  $878,141.80 
was  offset  by  $823,200,  provincial  subsidy  (257.25  miles  at  $3,200  per  mile),  and  balance 
capitalized. 
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Table  No.  2. — Lines  in  Operation — Canadian  Northern  Eailway. 


M.  L. 
Mileage. 

Total 
M.  L. 
Mileage. 

Estimated 

Cost 

Repro- 

duction. 

C.N.R. 

System 

Proportion. 

C.N.R. 
Proportion 
less  Depre- 
ciation. 

$ 

s 

s 

308 -20 

368-20 

6,614,976 

6,614,976 

6,298,176 

227  00 

9.387,974 

30-00 

1,415,942 

12  .so 

374,575 

5 '40 

116,.S30 

0-69 

22,768 

284-89 

11,319,589 

10,017,836 

8,669,672 

543,986 

543,986 

543,986 

176  07 

10,731,44.8 

•4.6 -28 

I,216,.517 

36  84 

859,514 

7'22 

134,516 

3 80 

152,127 

15-88 

452,,557 

67-90 

2,666,232 

355-99 

16,21-2,912 

9,679,161 

8,771,414 

270  40 

10,409,965 

302-00 

15,71.Si729 

593 -00 

26,840,949 

56  52 

1,789,570 

251  00 

12,703,278 

30-71 

1,341,658 

4 24 

2,319,172 

1,507-87 

71,118,221 

71,118,221 

64,713,421 

44  40 

44  40 

754,105 

754,105 

579,038 

54-50 

54-50 

1,199,540 

1,199,540 

970,618 

30-30 

510,596 

122  30 

2,477^041 

14  40 

’210;035 

167  00 

3,197,652 

3,197,672 

2,624,159 

Item. 


Halifax  and  Southwestern  Ivy. — 

100%  stock  oxcnid  hy  C.N .li.  System. . . 

Land  $223, S21 

Interest 54i^,291 

Quebec  and  Lake  St.  John  Ry.  — 

88 '5%  stock  owned  by  C.N  R.  System — 

Quebec— Chicoutimi 

La  Tuque  Branch 

Chambijrd — Roberval 

V alcartier — Clarke 

Hotel  Junction— Lake  St.  Joseph . . . . 


Land *.  $1,666,002 

Interest 364,881 

'^Canadian  Northern  System  Terminal 
Limited — 

100%  stock  owned  by  C.N .R.  System— 

In  Quebec  and  ^Iontreal 

Land . . $.543,986 

Canadian  Northern  Quebec  Railway-*- 
59  7%  stock  otvneel  by  C.N .R.  System — 

Quel>ec — Montreal 

Rinfret—  Huberdeau 

Garneau  Junction — Riv.  k Pierre..  . 

Montmorency  Branch 

Aldred  Junction — Shawinigan  Falls.. 

Paradis  Junction— Rawdon 

Joliette — Hawkesbury 


Interest 1,171,22' 

Canadian  Northern  Ontario  Ry. — 
lOO^o  stock  oxoned  by  C.N  R.  System — 

Todmorden— Capreol 

Rideau  Junction — Capreol 

Capreol — Current 

Hawkesbury — Hurdman 

Todmorden — Ottawa 

Branches 

Toronto  Terminals 


Land 


.$4,008,944 


Brockville,  Westport  and  N.W.  Ry. — 
100%  stock  owned  by  C.N .R.  Syste7u  . . 


Interest;  28,681 

Bay  of  Quinte  Ry. — 

100%  stock  owned  bu  C.N.R.  Svstem. 
Land \ ‘'..$42,317 


Central  Ontario  Ry. — 

100%  stock  o wived  by  C.N.R.  System — 

Pictou — Trenton 

Trenton— Wallace 

Branches 


Land  . . 
Interest. 


All  other  proi>erties  of  this  company  are  shown  under  lines  where  located. 


38 


RAILWAY  IXQUIRY  COMIIISSIOR 


\ 


7 GEORGE  V,  A.  1917 

Table  No.  2.—  Lines  in  Operation — Canadian  Northern  Railway — Continued. 


Item. 


Rancroft  and  Ottawa  Ry. — 
100%  stork  owned  bo  C.N .R.  Si/stcm. . . . 

Land ‘ SH.037 

Interest 31,163 

Niagara,  St.  Catharines  and  Toronto 

Ry- 

100%  stork  oioncd  hy  C.N.R.  System. . . . ! 

Land 8iI58,8fiIi 

Interest Ill,  139| 

Dulutli,  Winnipeg  and  Pacific  Ry. — 
51%  stock  otenrd  by  C.N  R.  System — ■ 

Duluth  .lunction— Ranier 

RiUiier— Virginia 

Virginia — Duluth  ....  

Terminal  pro]>erties 


M.  L. 
Mileage. 


Tot.al 
M.  L. 
Mileage. 


Estimated 

Cost 

Repro- 

duction. 


I C.N.R. 
t System 
Proportion. 


C.N.R. 
Prujrortion 
less  Depre- 
ciation. 


S ; S -S 


51-90 


51-90 


839,173 


839,173 


636,990 


61-61 


61-61 


3,088,825 


3,088,825 


2,719,7-10 


1-55 
97  58 
71  13 


131,595  

2,997,180  

3,763,371  

1,199,719 


170-56 


Land $1,860,797 

Interest  280,291 

Canadian  Northern  Ry. — 

lOi^o  st'jck  oioncd  by  C.N.R.  System — 

Port  Arthur— St.  Boniface ». . . . 

Winnipeg  Terminals. . 

Beaver — Edmonton 

Saskatoon — Munson 

Munson— Calgary 

Regina — East  Prince  Albert. ....... 

Edmonton  Yards 


436  50 


718 

302 

97 

249 

5 


Twin  City  Junction— North  Lake... . 

Stanley  Junction — Kakabeka 

Emerson  Junction — .South  .lunction. . 
Paddington  Junction — Victoria  Beach 

Tianscona — Duinlee  

Carm.an  Junction— Somerset 

Cardinal — N.D.  de  Lourdes 

St.  >..mes— Gypsumville 

Greenway — Deloraine 

Grosse  Isle — Hodgson 

Steep  Rock  .lunction — Steep  Rock.  . . 

Arizona  .function — C.N.  Junction 

Craven  Northeasterly 

Carberry  .lunction-Brandon  Junction 

Hartney— V'irden 

Maryfield — Bengough 

Luzton — Estevan 

Moosejaw  Junction — Moosejaw.  . . . 
Gravelbourg  J unction — Gravelbourg . 

Oakland — Amaranth 

Neepawa  Junction — McCreary  Junc- 
tion   

Hallboro — Beulah 

Ochre  River — End  of  Steel 

Rossburn  .function — Ross  Junction. . . 

North  Junction — Prince  .-Albert 

Sifton  .function — Winniiiegosis 

Thunderhill — Preeceville 

Hudson  Bay  .function — The  P.as.  . . 

Melfort — St.  Brieux 

Sturgis  J unction — Oanora 

Dehsle — Dunblane  

Elrose  .function — M.P.  76-28 -. 

Dalmeny— Carlton  

Prince  Albert — Denholm 

Shellbrook— Big  River 


59  15 
3-91 


72 

.88 

4 

02  . . . 

78 

67|... 

2 

63 

15S 

Ol!... 

80 

18;  .. 

80 

98 

12 

.36;  .. 

297 

09 

6 

OOi... 

22 

85! . . . 

37 

07 

184 

a5 

25 

08 

85 

67 

79 

25 

41 

18 

... 

70 

41 

75 

43 

14 

90 

190 

57 

360 

59 

21 

06 

72 

90 

88 

06 

21 

91 

21 

44 

69 

67 

76 

28 

30 

80 

116 

55 

56 

97 

8,092,168 


4,127,006 


17,070,103  

13,737,973  

20,702,003  

2,692,7.53  

4,995,011  

11,121,981  

.5,781,197  

80,104,021 

1,050,0-27  

122,791 

1,377,760  

1,363,535  

62,606,  

1,731,383  

39,816| 

3,060,276  

1..  539.987  

1,264,406  

186.615 

6,967,825,  

73,570  

380,394  

687,091  

4.000. 465  

389,831  

2,227,374  

1,837,415  

653,678  

1.. 352.384  

1,511.350  

231,186  

3,808,420  

6,774,463  

306,701  

1,408,34-  

1,594,492  

366,223  

371,218 

1,167,225  

1,637,332  

535,376  

1,877,  .563  

918,129  


3,608,969 


71,266,296 
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Table  2. — Lines  in  Operation — Canadian  Northern  Railway — Concluded. 


Item. 


C . N . R . — Cont  inued. 

N.  Rattleford— Tiirtleford 

Rattleford  Junction— Batileford 

Vegreville--Munson  Junction  

Edmonton  Terminal  Ry 

Camrose  J unction  — Terminal  J unc- 
tion   

Edmonton — Stony  Plains 

St.  Albert — Athabaska 


Laud S 26,384,310 

Interest 7,090, 12o 


Northern  Pacific  and  Manitoba  Ky. — 
999  Year  Lease — 

Winnipeg  Terminals  

Winnij>eg — Beaver ’ . 

Portage  Junction — Emerson  Junction 

Morris — Brandon 

Hartney  Junction— Hartney 

Delta  Junction — Delta 

Land S 5,849,814 

Interest  469,452 

Can.idian  Northern  Saskatchewan  Hy. — 
100%  stock  owned  by  C.N  H.  System— 

Wroxton  — Willowbrook 

Mile  76*28— E.ston 


Land  -S  170,40.5 

Interest 40,627 

Canadian  Northern  Western  Ry. — 

100°%  stock  opened  by  C.N.R.  System — 

Brazeau  Subdivision  

Peace  River  Subdivision 

.Alliance  Subdivision  

Land $ 139,771 

Interest  312,554 

Canadian  Northern  Alberta  Ry. — 

I0tf%  stock  owned  by  C.N.R.  System  — 

Edmonton  Junction — Tollerton 

Tollerton— Yellowhead  Pass 

Land $ 174,919 

Interest 1,045,375 

Canadian  Northern  Pacific  Ry. — 

100°%  stock  owned  hy  C.N.  R.  System — 

Yellowhead  Pass — Lucerne, 

Lucerne— Blue  River 

Blue  River — Kamloops 

Kamloops — Boston  P>ar 

Boston  Bar — Port  Mann 

Okanagan  Branch 

Land 1,195,841 

Interest 3,80o,890 

Total 

Total  land S 45,809,451 

Total  interest 21,947,291 


M.  L. 
Mileage. 

Total  M.  L. 
Mileage. 

Estimated 

Cost 

Reproduc- 

tion. 

C.  N.  R. 
System 
Proportion. 

C.  N.  R. 
Proportion 
Less  De- 
]jreciation. 

$ 

s 

§ 

56  74 

909,859 

7H1 

281,533 

101 -."0 

3,470,897 

9 20 

951,293 

45  SO 

924,944 

20  1(1 

415,339 

80  So 

1,801,282 

4,917-87 

62,718,432 

62,718,432 

50,997.9^2 

3-73 

4,509,233 

73  08 

2,270,430 

- 

0,839,609 

0, 478,223 

02  81 

1,041,400 

145  70 

3,508,825 

50  45 

929,955 

15  05 

252,498 

350-82 

6,392,081 

5,151,500 

41-37 

878,124 

,8  m; 

180,276 

50  03 

1,004,400 

867,116 

170  23 

6,140,2.37 

33-00 

1,055,598 

60  00 

1,138,084 

2G3  2.3 

8,433,919 

7,044,723 

13.5  (to 

6,055,511 

123  90 

6,030,488 

258-90 

12,085,999 

11,979,112 

5-0(1 

394,318 

110  70 

9,833,950 

139-40 

8,283,329 

125-50 

10,.301,fll0 

118-23 

11,041,399 

3 12 

61,843 

501  95 

45,976,455 

44,081,158 

9,409-72 

335,290,080 

298,122,193 

20ij— 10 
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Table  3. — Lines  niider  Construction — Canadian  Northern  Eailway  System. 


Item. 


Quebec  and  Lake  St.  John  Railway — 
8S'5%  stock  oivneil  f>ij  Si/stcm — 

Roberval — Dufferin 

Loretteville — Stuneham 


Land 

Interest 13,701 

Canadian  Northern  Quebec  Railway — 

59‘7%  slock  orcned  6y  C.N.R.  System — 

Arundel— China  Clay 

Land § 3.340 

Interest .5,703 

Canadian  Northern  Ontario  Railway — 
lOOy^  stock  oivned  by  C.N.R.  System — 

Montreal — Grenville  Junction 

Duncan — Leaside  and  North  T^)ronto  Terminals 

Longue  Poince— Tunnel  Junction  

Toronto,  Niagara  and  We.'^tern 


Land .§  9.100,055 

Interest 835,784 

Canadian  Northern  Railway — 

100%  stock  owned  ly  C.N.R.  Sy^dtm — 

Calgar>’— McLeod 

McLeod — Fincher  Creek  

Winnipeg  Cutoff 

Dundee  North  Easterly 

Carlton  North  

Preecev'ille  West 

Turtleford  North 

Vonda  Northeasterly 

Craven  Northeasterly 

Gravelbourg  Westerly 


Estimated 

Cost 

Reproduc- 

tion. 


214,740 

130,197 


Land $ 

Interest 

Canadian  Northern  Western  Railway — 

lOOy.  stock  onm<d  by  C.N.R.  System  — 

Lacombe  Spur 

Strathcona  Southerly 

Oliver— St.  Paul  des  Metis 

Red  Deer  Spur 

Alliance  Southerly 

Peace  River  Subdivision 

Medicine  Hat — Hanna  

Bruderheim  East 


170,485 

44,979 


Land  . . . 
Interest . 


022,716 

103,680 


Canadian  Northern  Saskatchewan  Railway- 
100%  stock  oioned  by  C.N.R.  System — 

Willowbrook  West 

Easton  Westerly  


344,937 


150,417 


13,62.3,141 

2,069,378 

66,121 

1,540,000 

17,29.8,640 


53:1,102 

228,-488 

75,373 

51,349 

6,142 

151,500 

30,031 

136,496 

24.259 

16,2041 

1,252,94(1 


83,105 

300,681 

612,820 

469,097 

8,480 

86.5,143 

520,401 

32,151 


C.  N.  R. 
System 
ProiX)rtion. 


Land  . . . 
Interest  . 


37,925 

5,037 


2,891,878 


15,462 

101,191 


116,653 


30.5,269 


89,799 


17,298,640 


1,252,946 


2,891,878 


116,653 
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T.\ble  3. — Lines  under  Construction — Canadian  Northern  Railway  System — Con. 


Item. 

Estimated 

Cost 

Repro- 

duction. 

C.N.R. 

System 

Proportion. 

Canadian  Northern  Pacific  Railway — 
100%  stock  owned  by  C.N.R.  ^System — 

$ 

9,200,000 

5,729,760 

693,801 

2,105,097 

1,259,807 

240,639 

$ 

19,229,110 

71,954 

Vancouver  Island  Branch 

Patricia  Bay  Brandi • ^ 

Land  S 11,402,908 

Interest 1,882,01 1 

10,229,110 

41,256,249 

Land  (Total)  S 21,:>79,0.n7 

Interest  (Total) 2,891,404 

Table  3a. — Canadian  Northern  Railway. 

Item. 

Estimated 
Cost  Repro- 
duction. 

C.N.R. 

System 

Proportion. 

C.N.R. 
Proportion 
less  depre- 
ciation. 

Hotel  properties — 

Hotel  Lake  >St.  Joseph  — 

8 

62,008 

.35,205 

1,401,420 

2,955,000 

8 

64,930 

35,205 

1,401,420 

2,955,000 

9 

47,440 

26,405 

1,233,856- 

2,680,00(4' 

Bala  Park  and  Lake  Joseph  Hotels — 

Prince  Arthur  and  Prince  Kdward  Hotels — 

Land ^ $ 329,350 

Terminal  Elevators  of  Port  Arthur — 

100%  stock  owned  by  C.N.R^  System 

Land S 205,000 

4,45.3,693 

4, 446, ,555 
2 452,618 

3,987,701 

2,452,618 

Industrial  Spurs — 

1,708,.372 

43,020 

Canadian  Northern  Express  Co.  and  Trans.  Co. — 

1,751,.392 

1,751,392 

.330,579 

1,050,835 

197,347 

Total  land .?  534,360 

8,981,144 

7,688,501 

Lines,  the  capital  stock  of  which  is  not  owned  entirely  hy  the  Canadian  Northern 
Kailway  Company. — The  Canadian  Northern  System  comprises  several  companies,  the 
control  of, which  has  been  acquired  by  the  Canadian  Northern  Railway  by  the  control 
20g — lOj 
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of  the  majority  of  the  stock.  The  percentage  of  stock  owned  is  stated  in  each  case  in 
tables  2 and  3.  There  is  some  doubt  as  to  how  the  values  should  be  treated  in 
cases  where  the  entire  stock  is  not  owned  by  the  operating  company,  and  I have,  there- 
fore, given  in  each  of  these  cases  the  cost  of  reproduction  new,  and  the  depreciation 
of  the  entire  property,  and  also  a percentage  of  these  figures  equal  to  the  percentage  of 
.stock  owned  by  the  Canadian  Northern  Railway.  I desire  to  call  your  special  atten- 
tion to  this  because  your  purposes  may  retjuire  a different  treatment  of  these  cases. 
The  lines  in  question  have  bonds  outstanding,  and  they  may  also  have  a floating  debt, 
or  short  term  notes  outstanding.  All  these  obligations  would,  of  course,  stand  first 
against  the  assets,  and  any  balance  of  assets  above  these  obligations  would  represent 
the  stock  equity,  and  if  such  balances  were  divided  in  proportion  to  stock  owner.ship, 
would  give  the  value  of  the  equity  represented  by  the  Canadian  Northern  stock  owner- 
ship. The  value  of  this  equity,  however,  may  not  be  of  any  importance  to  your  Com- 
mission; and  on  the  other  hand,  it  may  fairly  be  argued  that  the  entire  value  of  the 
property  should  be  divided  in  proiwrtion  to  stock__ownership  in  estimating  the  physical 
nssets  of  the  Canadian  Northern.  The  equity  represented  by  the  stock  in  one  of  these 
roads  might  be  worth  nothing;  yet  in  such  case,  if  the  Canadian  Northern  Company 
owned  the  entire  stock,  it  would  own  the  entire  company,  and  the  entire  physical 
value  of  that  conqiany  would  be  represented  among  its  assets.  If  it  owned  99  per  cent 
of  the  capital  stock,  and  this  stock  were  worthless,  because  the  bonded  indebtedness 
and  the  floating  debt  exceeded  the  value  of  the  property,  it  would  certainly  not  be 
fair  to  include  none  of  the  physical  property  of  the  line  among  the  assets  of  the 
Canadian  Northern.  On  the  whole,  the  fairest  view  in  general  would  seem  to  be  that 
.assets  and  liabilities  should  all  be  divided  in  proportion  to  stock  ownership. 

Leased  Lines. — The  Northern  Pacific  and  Manitoba  Railway  is  merely  a line 
which  is  leased  by  the  Canadian  Northern  Company,  but  the  lease  is  for  999  years. 
The  rental  paid  is  understood  to  be  in  the  neighbourhood  of  $200,000  per  year,  being 
the  interest  on  outstanding  bonds.  The  original  line,  therefore,  when  leased,  repre- 
sented no  capital  investment  of  the  Canadian  Northern,  but  merely  a contingent 
liability  for  payment  of  the  rent.  The  question  is,  whether  the  physical  value  of  this 
line  would  be  included  in  the  physical  value  of  the  Canadian  Northern  System. 

'rhis  physical  valuation  includes,  I understand,  considerable  property  represent- 
ing sums  of  money  which  have  been  expended  by  the  Canadian  Northern  on  the  line 
since  it  was  leased.  A 999  year  lease  is  practically  omiership,  since  the  sum  of  one 
(•ent  placed  at  compound  interest  to-day  would  in  999  years,  much  more  than  equal  the 
present  value  of  the  line,  or  probably  its  value  at  that  time.  Such  a lease  is  therefore 
.practically  ownership,  and  at  all  events  should  be  treated  so,  as  regards  the  expenditure 
of  money  for  improvements.  Notwithstanding  the  fact,  therefore,  that  the  rental  paid 
would  represent  the  interest  on  a smaller  sum  than  the  physical  value  of  the  line,  I 
have  included  such  physical  value  in  the  tables  just  as  though  the  property  were  owned 
by  the  Canadian  Northern.  If  your  Commission  desires  to  omit  it,  it  can  be  sub- 
tracted from  the  total. 

Leases. — I understand  that  the  Canadian  Northern  Company  has  made  some  con- 
tracts, cither  as  lessee  or  lessor,  for  joint  use  of  certain  properties,  with  other  lines,  as 
for  joint  use  of  tracks  or  buildings.  In  the  present  valuation,  no  attempt  has  been 
jnade  to  place  a value  upon  contracts,  although  they  may  have  a very  decided  value. 
It  was  assumed  that  such  values,  which  may  be  called  intangible,  were  not  desired  in 
the  valuation  of  the  physical  property. 

Lines  Under  Corutruction. — The  tables  show  considerable  sums  representing  the 
value  of  lines  partially  constructed  or  surveyed.  Some  of  this  property  may  never  be 
put  into  operation;  at  least,  some  of  the  surveys  may  never  lead  to  the  construction  of 
the  contemplated  lines,  and  may  thus  represent  abandoned  proiierty.  I believe  that  it 
is  generally  proper  in  railroad  valuations  not  to  include  abandoned  property;  although 
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I am  very  well  aware  that  in  questions  of  rates  or  capital,  there  are  strong  arguments 
in  favour  of  including  such  property  in  some  instances,  and  I personally  helieve  that 
in  such  instances,  it  should  be  included. 

Nevertheless  in  the  present  valuation,  no  such  i>roperty  has,  to  my  knowledge,  been 
included  in  the  figures  given. 

Hotels. — The  estimate  includes  only  three  hotels.  The  value  of  these  has  been 
estimated  as  accurately  as  the  circumstiuices  would  permit,  together  with  the  land  on 
which  they  stand.  In  one  case,  the  hotel  stands  on  railroad  right  of  way  which  has 
been  elsewhere  included. 

Material  on  hand. — The  company  has  furnished  an  inventory  of  materials  on  haiul 
and  its  value.  It  was,  of  course,  impossible  to  check  this.  Certain  items,  however, 
Jiave  been  excluded  because  they  were  considered  as  improper  items  in  a physical 
valuation,  and  as  belonging  rather  to  maintenance  expenditures.  Approved  items  have 
been  given  the  values  on  the  inventory. 

Working  Capital  and  Cash  on  hand. — In  an  estimate  of  physical  valuation  on  the- 
cost  of  reproduction  basis,  it  is  usual  to  add  to  the  value  of  physical  elements  a certain 
sum  for  working  capital,  for  the  reason  that  a company  beginning  operations  with  only 
the  physical  elements  in  its  possession,  and  no  working  capital,  would  be  unable  to  do' 
business.  For  this  reason,  the  addition  of  a certain  sum  for  working  capital  has  been, 
frequently  approved  by  courts  and  commissions. 

Cash  on  hand,  is,  of  course,  a physical  asset. 

Your  attention  is  called  to  these  two  matters  for  the  reason  that  neither  have  been 
included  in  the  present  valuation,  and  it  may  be  desirable  for  you  to  inquire  as  to  the 
cash  on  hand  and  to  take  account  of  it  as  well  as  of  a proper  allowance  for  working 
capital,  in  whatever  use  you  may  wish  to  make  of  the  results  of  this  valuation. 

Steamers. — Nothing  has  been  included  in  this  valuation  for  steamers,  for  I am 
informed  that  all  assets  under  this  item  have  been  converted  into  cash. 

Industrial  Spurs. — The  Canadian  Northern  Eailway  Company,  like  other  com- 
panies, has  connected  with  its  lines  a considerable  mileage  of  industrial  spur  tracks 
leading  to  factories,  coal  yards  and  other  private  property.  I understand  that  such 
sidings  are  originally  built  at  the  expense  of  the  private  party  desiring  them,  and  that 
the  expense,  in  some  cases  at  least,  is  gradually  returned  to  such  owners  in  the  way 
of  rebates  on  freight  received  or  shii>pe<l,  so  that  in  the  course  of  time,  if  the  individual 
is  successful  in  his  business,  and  the  spur  track  is  justified  as  an  investment  by  the 
railway  company,  it  will  ultimateely  be  owned  by  said  company. 

I understand  that  in  other  cases  the  railroad  company  pays  for  the  rails  only  on 
such  spur  tracks,  the  individual  requesting  such  tracks  paying  all  other  expenses. 

Time  did  not  permit  of  a careful  examination  into  the  value  to  the  railway  com- 
pany represented  by  such  tracks.  To  ascertain  this  would  have  required  an  examina- 
tion into  the  status  of  every  individual  spur,  and  would,  therefore,  have  required  the 
services  of  our  whole  force  for  a much  longer  time  than  the  entire  time  which  we  had 
at  our  disposal. 

In  this  valuation,  the  value  of  such  spxir  tracks  has  been  given  as  the  value  of  the 
rail  alone,  assuming  a probable  weight  in  cases  where  the  actual  weight  was  not  known. 
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The  following  comparison  of  our  results  with  cost  claimed  by  the  company  is  of 
interest : — 


Company’s  statement  of  cost $494,112,489 

“ “ “ additional  terminal  and  other  properties...  5,922,946 


Deduct — 

Capital  stock $105,000,000 

Less  cash  subsidies 28,000,000 


Cost  of  land,  approximate 

Interest 

Discount 

Canadian  Northern  Steamships 

For  industrial  spurs,  which  Commission  report  allows 
for  metal  only  but  which  Company  includes  as 
Company  track — excess 


$77,000,000 

34,022,946 

31,533.200 

20,822,000 

2,300.000 


2,957.289 


$500,035,435 


$168,635,435 


C.N.R.  cost,  minus  items  above 

Commission,  estimated  cost  of  reproduction  (not  cost) 

Deduct — 

N.  P.  and  Manitoba  Ry.  (leased  line)  Excess  of  ap- 
praisal over  expenditure  since  lease $ 4,960,000 

Reproduction  cost  of  land  (except  N.P.  and  M.  land 

which  has  been  deducted  above 62,549,445 

Materials  and  supplies 2,452,618 

Interest $24,839,000 

Minus  Int.  N.P.  and  M 469,500 

$24,369,500 

$ 94.331,563 


$303,110,000 

Add  equipment 56,590,000 


$331,400,000 

$397,441,563 


Commission  of  Inquiry $359,700,000 

C.N.R.  System 331,400,000 


Difference 


$ 28,300,000 


This  last  figure  is  about  $28,(XX),000  above  the  corresiponding  figure  for  the  com- 
pany. The  company’s  statement  of  cost,  however,  includes  amounts  paid  for  brancli 
lines  purchased,  which  amounts  may  have  little  or  no  relation  to  the  original  cost  or 
to  the  cost  of  reproducing  said  lines.  Moreover,  the  company  does  not  own  the  entire 
.capital  stock  of  some  of  the  lines  which  it  controls. 

These  facts  render  any  comparisons  between  our  figures  and  their  statement  of 
total  cost,  of  litt.le  or  no  value.  There  may  be  a great  difference  between  the  cost  of 
a railroad  and  the  cost  of  reproducing  it.  However,  this  comparison,  such  as  it  is, 
mdicates,  if  it  indicates  anything,  that  our  estimate  is  a liberal  and  fair  one,  and 
cannot  be  justly  criticised  as  being  too  low,  on  the  whole. 


DEPRECUTION. 

The  examination  of  the  various  properties  made  by  our  forces  was  not  in  sufficient 
detail  to  enable  the  depreciation  of  the  various  elements  to  be  estimated  with  any  degree 
of  accuracy.  It  was  not  at  first  contemplated  that  depreciation  would  be  taken  account 
of.  However,  at  the  request  of  the  Commission,  our  field  engineers  have  estimated  the 
depreciation  of  the  various  items  and  the  various  lines  as  accurately  as  possible  under 
the  circumstances,  on  the  basis  of  their  observations  and  notes.  Information  was  not 
at  hand  with  reference  to  the  age  of  the  various  elements  of  value,  so  that  the  depre- 
ciation could  not  be  estimated  on  the  basis  of  the  proportion  of  useful  life  elapsed. 
Such  a method,  however,  is  not  necessarily  the  correct  one.  There  is  much  uncertainty 
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with  reference  to  the  average  life  of  the  various  elements  in  the  property,  and  age 
tables  should  be  employed  with  great  caution.  All  that  our  engineers  could  do  was  to 
estimate,  to  the  best  of  their  judgment,  the  average  depreciation  of  the  various  elements, 
based  upon  their  general  obsrvations.  It  is,  however,  only  a rough  approximation. 

In  order  that  there  may  be  no  misunderstanding  in  the  minds  of  those  who  read 
this  report,  it  may  be  well  to  discuss  briefly  the  bearing  which  depreciation  may  have 
upon  the  valuation  of  the  property. 

■ When  an  investment  is  made  in  the  construction  of  a railroad,  assuming  that  the 
funds  have  been  provided  and  invested  properly,  the  physical  property  is  represented 
by  a definite  amount  of  capital  carried  on  the  books  under  the  title  “Cost  of  Koad.” 
The  actual  amount  of  capital  issued  may  be  considerably  greater  than  this,  for  various 
reasons,  such  as  discount  on  securities  issued  which  is  to  be  amortized,  stock  bonus 
which  may  have  been  properly  given  away  with  bonds,  etc. 

The  road,  however,  immediately  begins  to  depreciate.  Certain  parts  of  it  indeed 
have  depreciated  before  the  entire  line  is  open.  Ties,  rails  and  bridges  gradually  wear 
out,  and  in  the  course  of  a few  years,  even  before  any  renewals  may  have  become  neces- 
sary, a considerable  depreciation  may  have  occurred.  This  depreciation  is  an  operat- 
ing liability  of  the  company ; in  other  words,  the  company  must  replace  worn  out  items, 
paying  out  of  earnings  for  such  replacement  in  kind,  or  to  the  extent  of  the  original 
cost,  and  capitalizing  any  excess  when  a worn  out  unit  is  replaced  by  a new  unit  of 
greater  size,  capacity  or  cost. 

In  the  case  of  a railway  company  which  has  a great  multiplicity  of  units,  and  a 
great  number  of  units  under  each  heading,  that  is  to  say,  millions  of  ties,  thousands  of 
bridges,  hundreds  of  locomotives  and  ears,  thousands  of  tons  of  steel  rail,  the  cost  of 
renewals  will  generally  settle  down  after  a few  years  to  a nearly  uniform  annual  charge. 
For  instance,  if  the  life  of  a tie  is  eight  years,  this  means  in  practice  that  each  year 
about  one-eighth  of  the  total  number  of  ties  in  the  road  will  have  to  be  renewed.  It 
may  be  approximately  the  same  with  the  other  elements  of  value;  but  whether  it  is  or 
not  the  company  must  make  replacements  in  kind  out  of  earnings,  and  earnings  should 
be  sufficient  to  allow  the  company  to  do  this  besides  earning  all  other  expenses  and  a 
fair  rate  of  return  on  the  investment.  If  large  amounts  of  money  are  suddenl.v 
required  for  replacing  large  items,  the  company  may  be  allowed,  with  the  approval  of 
the  proper  authorities,  to  issue  short  term  notes  or  bonds,  to  provide  the  necessary 
funds  for  such  replacements,  with  the  requirement  that  such  notes  or  bonds  shall  be 
gradually  amortized  by  means  of  a fund  which  is  added  to  yearly  out  of  earnings,  to 
such  extent  that  said  fund  may  be  large  enough  to  pay  the  notes  or  bonds  when  duo. 
Such  a transaction  does  not  alter  the  principal  that  renewals  in  kind  must  be  paid  for 
out  of  earnings. 

The  conclusion  to  be  drawn  from  these  considerations,  as  it  seems  to  me,  is  that, 
if  a physical  valuation  is  used  as  a basis  of  rates,  or  capitalization,  or  condemnation, 
no  depreciation  should  be  deducted  from  such  figures  as  may  be  finally  determined 
to  be  the  true  value  new,  unless  depreciation  has  not  been  properly  provided  for  by 
r-mewals;  in  other  words,  unless  the  company  has  failed  to  maintain  the  property  in 
reasonably  good  operating  conditions,  making  necessary  renewals  when  required. 

If  the  property  has  been  adequately  maintained,  it  is  as  valuable  for  operating 
l>jrposes  as  if  it  were  new.  A fixed  amount  of  capital  went  into  it,  and  that  capital 
was  entitled  to  earn  a fair  rate  above  a sufficient  amount  to  pay  operating  expenses, 
fixed  charges,  taxes  and  depreciation.  If,  subsequent  to  the  original  construction,  a 
valuation  is  made  and  the  true  value  of  the  property  is  determined,  there  is  ho 
logical  reason  for  deducting  depreciation,  unless  excessive  dividends  have  been  paid 
and  undue  depreciation  allowed.  The  entire  original  capital,  properly  invested,  as 
the  fair  present  value,  is  entitled  to  earn  its  fair  return  just  as  it  was  originally. 

Suppose,  for  instance,  that  a public  service  corporation  for  which  business  is 
ready  and  waiting,  issue.s  and  expends  the  sum  of  $1,000,000  for  its  property  and  that  the 
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elements  of  physical  value  are  such  that  no  larg-e  renewals  will  be  required  at  any  one 
time,  but  that  the  maintenance  of  the  property  rajuired  a tolerably  uniform  annual 
expenditure ; in  such  case  there  will  be  no  necessity  for  the  accumulation  of  a so-called 
eh'preciation  fund.  Necessary  renewals  are  paid  for  yearly  as  they  occur,  yet  in  the 
course  of  a few  years  time,  the  depreciation  of  the  pliyisieal  property  may  amount  to 
say  25  per  cent.  Is  there  any  reason  in  this  fact  for  the  claim  that  the  company  is 
over-capitalized  or  that  it  should  be  allowed  to  earn  a fair  return  on  only  $750,000, 
or  that  if  taken  by  condemnation  only  the  sum  $750,000  should  be  paid  for  it?  It 
is  true  that  if  the  public  should  take  over  the  property  it  would  be  taking  physical 
elements  whose  actual  value  would  be  only  $750,000,  but  the  public  would  take  over 
the  property  subject  to  the  necessity  of  making  repairs  and  renewals  when  needed; 
and  as  an  operating  concern,  the  property  would  be  worth  the  original  investment  of 
$1,000,000  which  had  been  legitimately  expended  on  its  construction,  or  whatever 
might  be  its  subsequent  value  new.  If  the  owners  were  only  paid  $750,000,  and  if 
since  its  construction  the  stockliolders  had  received  only  fair  dividends  upon  their 
original  legitimate  investment,  and  the  property  had  been  adequately  maintained,  it 
would  clearly  be  unfair  to  take  their  property  and  pay  them  only  $750,000,  or  to  decide 
that  their  corporation  was  over  capitalized  or  to  allow  them  thereafter  to  earn  a fair 
return  upon  only  $750,000. 

The  ease  would  be  very  different  if  the  stockholders  had  received  excessive  divi- 
dends, or  if  the  property  had  been  inadequately  maintained,  and  necessary  renewals 
neglected  in  order  to  pay  such  excessive  dividends.  In  such  cases,  it  would  be  proper 
to  deduct  from  the  true  value  new  a portion  of  the  whole  of  the  accrued  depreciation. 

If  the  property  of  the  concern  is  of  such  a character  that  renewals  require  the 
expenditure  of  large  sums  at  the  e.xpiration  of  considerable  periods  of  time,  as  for 
instance,  in  replacing  the  machinery  of  a power  plant,  a steamship,  or  pipes  in  city 
streets,  proper  management  would  require  that  in  order  to  provide  for  such  renewals 
a depreciation  fund  should  be  established  and  should  be  added  to  each  year  out  of 
earnings  to  such  extent  that  the  fund  would  be  adequate  to  provide  for  such  renewals 
\Uien  they  should  come  necessary.  In  this  case  a valuation  of  the  property  would 
show  among  the  physical  assets,  the  amount  of  money  in  this  depreciation  fund,  and 
if  this  amount  were  adequate  and  were  being  added  to  each  year  upon  a plan  that 
would  provide  for  renewals  when  necessary,  the  fund  should  be  considered  as 
offsetting  all  accrued  depreciation. 

A water  company  or  gas  or  electric  company  whose  property  consists  of  large 
units  which  are  not  renewed  to  any  large  extent  prior  to  total  replacement,  should 
establish  such  a depreciation  fund.  Railroad  companies,  however,  have  rarely  estab- 
lished such  funds  in  the  past,  inasmuch  as  their  expenses  for  renewals,  while  varying 
from  year  to  year,  settle  down  approximately  to  a fairly  uniform  annual  charge. 

It  has  seemed  desirable  to  express  in  the  above  discussion,  my  views  with  refer- 
ence to  the  matter  of  depreciation,  for  the  reason  that  I have  always  held  that  in  rail- 
road valuation  the  fair  present  value  of  the  property,  new,  should  be  determined,  using 
as  a basis  either  the  original  cost  neu\  or  the  cost  of  reproduction  new,  and  that  from 
this  sum  no  depreciation  should  be  deducted  in  valuations  made  for  rate  or  capitaliza- 
tion, or  condemnation  purposes,  unless  excessiee  dividends  have  been  paid  and  the 
property  has  been  allowed  to  depreciate  unduly  in  consequence  thereof. 

I may  add  that  it  is  perfectly  clear  to  my  mind  that  in  the  case  of  a railroad  pro- 
perty which  has  only  paid  reasonable  dividends,  and  which  has  been  adequately  main- 
biined  in  good  operating  condition,  if  depreciation  is  deducted  from  a valuation  of 
the  property  new,  then  thereafter,  the  operating  liability  of  the  company  for  mainten- 
ance should  only  amount  to  keeping  the  property  up  to  the  assumed  depreciated  condi- 
tion. In  such  case,  when  a new  tie  is  put  into  the  track,  inasmuch  as  the  tie  removed 
has  no  value,  the  entire  cost  of  the  new  tie  should  be  capitalized,  or  if  the  condition  of 
all  the  ties  has  been  assumed  as  50  per  cent  of  the  value  new,  then  every  tie  renewed 
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should  have  half  the  value  of  the  new  tie  charg’ed  to  capital.  In  other  words,  the 
valuation  pives  each  and  every  item  with  a depreciated  value,  depending  upon  its  age 
and  condition ; and  in  renewing  that  item  later,  the  company  should  only  be  obliged 
to  renew  it  out  of  earnings  up  to  that  identical  depreciated  valuQ.  Such  a plan  would, 
in  a few  years,  more  or  less  depending  on  circumstances,  result  in  allowing  an  increase 
of  capital  precisely  equal  to  the  assumed  depreciation,  since  each  item  when  renewed 
new,  would  involve  an  increase  of  capital  equal  to  its  depreciation  shown  in  the  valu- 
ation and  thereafter  the  operating  liability  would  be  for  renewal  in  full.  This  would 
bring  us  back  again  to  the  original  proposition  that  no  depreciation  should  be  deducted 
from  the  value  new,  although  if  this  result  should  be  reached  through  the  process 
described,  the  stockholders,  while  the  adjustment  was  taking  place,  would  have  been 
penalized  by  being  allowed  a fair  return,  not  on  their  original  investment  honestly 
made  or  the  true  value  new,  but  on  a smaller  sum. 

One  further  point  should  be  mentioned.  It  is  often  argued  that  if  the  value  of 
land,  in  an  estimate  of  reproduction  new,  is  taken  at  its  present  value,  then  inasmuch 
as  this  value  has  in  all  probability  increased  or  appreciated  since  the  road  was  built,  it 
is  also  necessary  that  elements  whose  value  has  decreased  or  depreciated,  should  have 
such  depreciation  deducted.  If  we  allow  appreciation  of  land,  it  is  said,  why  should 
we  not  allow  depreciation  of  rails,  ties,  bridges,  etc.  ? This  proposition,  however, 
involves  the  fallacy  that  the  word  “ appreciation  ” when  applied  to  increased  value  of 
land  is  not  the  converse  of  depreciation  as  applied  to  rail,  ties  and  bridges.  Land  li^s 
appreciated,  if  it  costs  more  to  buy  it  to-day  than  it  did  originally.  If  rails,  ties  or 
bridges  cost  less  to  buy  to-day  than  they  did  originally,  then  in  an  estimate  of  the  cost 
of  reproduction,  we  would  take  this  lesser  cost;  we  would  properly  allow  this  deprecia- 
tion of  those  elements  just  as  we  allow  the  appreciation  of  land.  But  the  depreciation 
of  rails,  ties  and  bridges,  due  to  wear  or  the  action  of  the  elements  is  a totally  different 
Thing,  and  that  is  the  sense  in  which  the  word  is  generally  used.  In  other  words,  a false 
antithesis  between  the  words  “ai>preciation”  and  “depreciation”  is  the  fallacy  involved 
in  the  argument  referred  to.  This  fallacy  has  been  the  source  of  much  confusion  of 
thought  on  this  particular  subject.  The  above  is  a general  discussion  of  the  subject  of 
depreciation.  In  the  present  valuation,  which  is  simply  to  ascertain  the  total  present 
normal  value  of  the  property,  the  depreciation  stated  is  the  estimated  total  deprecia- 
tion. It  is  an  undoubted  fact  that  some  parts  of  the  Canadian  Northern  System  have 
been  allowed  to  depreciate  unduly,  and  to  a considerable  extent. 


DEFICIENCY  OP  EARNINGS. 

If  the  original  cost  of  a property,  as  of  to-day,  is  being  estimated  as  a basis  for 
the  valuation,  it  is  evident  that  every  element  of  such  cost  must  be  included ; not  only 
the  first  cost  when  the  property  was  built,  but  any  subsequent  cost  for  additions  or 
improvements  or  renewals,  eases  where  elements  of  the  property  have  been  renewed  on 
greater  size  or  capacity  or  at  greater  cost  than  their  original  cost.  This  is  one  of  the 
difficulties  in  the  first  cost  method,  since  it  is  frequently  difficult  and  not  seldom  impos- 
sible to  tell  from  the  annual  accounts  what  proportion  of  annual  expenditures  should 
be  charged  to  maintenance,  and  what  proportion  to  improvements  or  capital.  In 
addition,  it  is  generally  recognized  that  any  deficiency  below  a fair  rate  of  return  in 
any  one  year  on  the  original  cost  up  to  that  year  which  the  stockholders  have  suffered 
should  be  added  at  the  end  of  that  year  to  the  cost  of  the  property.  In  other  words  an 
investor  expects  to  receive,  and  is  entitled  to  receive,  a fair  return  from  the  outset.  If 
there  is  doubt  as  to  whether  the  property  can  earn  such  a rate,  then  the  investor  will 
demand  a corresixmdingly  larger  inducement,  in  the  way  of  larger  bond  interest,  greater 
discount  on  bonds,  a stock  bonus,  preferred  stock  bearing  a high  interest  return  or 
by  some  other  means. 


48 


RAILWAY  INQUIRY  COilMISSION 


7 GEORGE  V,  A.  1917 

Of  course  if  what  is  assumed  as  a fair  rate  of  return  is  taken  hig’h  enough, 
deficiency  in  earnings  ought  not  to  be  included  in  the  value;  hut  assuming  that  a fair 
rate  of  return  is  based  upon  present  condition  and  a fairly  prosperous  concern,  it  is 
unquestionably  fair  to  capitalize  a deficiency  of  returns  if  it  has  existed  at  any  period 
during  the  history  of  the  company.  It  would  be  entirely  unfair,  for  instance,  in  the 
case  of  a company,  properly  financed,  and  which  for  many  years  had  never  paid  a divi- 
dend until,  during  a period  of  a few  years  of  exceptional  prosperity,  it  managed  to  pay 
per  cent,  to  allow  it  to  earn  thereafter,  only  5 or  6 per  cent  on  its  original  cost  with- 
out regard  for  the  many  years  during  which  its  stockholders  received  nothing. 

Similar  considerations  appl.y  if  the  valuation  is  made  on  the  basis  of  the  cost  of 
reproduction  new,  except  that  if  the  property  is  reproduced  to-day,  it  must  be  assumed 
to  find  the  conditions  of  to-day  awaiting  it.  If  the  traffic  of  to-day  is  such  as  to  enable 
the  company  to  earn  a fair  return  on  its  true  value,  then  no  allowances  should  be  made 
for  any  deficiency  in  earnings  during  the  early  years,  although  such  deficiency  may 
have  actually  existed  during  the  early  history  of  the  company.  To  make  such  allow- 
ances would  be  confusing  original  cost  with  cost  of  reproduction.  On  the  other  hand, 
if  conditions  to-day  do  not  allow  the  company  to  earn  a fair  return,  then  an  estimate  of 
the  cost  of  reproduction  new  made  to-day  should  be  increased  year  by  year  hereafter 
by  the  amount  of  such  deficiency,  in  estimating  allowable  returns  or  capital. 

This  consideration,  which  is  usually  neglected  in  discussions  of.  this  subject, 
aflurds  another  justification  for  estimating  real  estate  at  its  cost  of  reproduction  at  the 
present  time,  this  being  strictly  interpreted  to  mean  the  amount  which  the  company 
would  bo  obliged  to  pay  for  the  property  if  purchased  to-day.  It  is  another  instance  of 
the  necessity  of  adhering,  in  valuation,  to  one  basis  or  the  other,  either  the  original 
cost,  or  the  cost  of  reproduction;  and  another  reason  for  questioning  the  soundness 
of  the  decision  of  the  court  in  the  Minnesota  Hate  Case. 

In  the  present  valuation,  therefore,  nothing  has  been  allowed  for  any  deficiency 
in  earnings. 

Respectfully  submitted, 

GEORGE  F.  SWAIN. 


ii._grand  trunk  pacific. 

The  method  employed  in  conducting  the  work  with  relation  to  this  system  was  the 
same  as  has  been  alreadj"  described  with  reference  to  the  Canadian  Northern  System, 
except  that  for  the  entire  main  line  of  the  Grand  Trunk  Pacific  we  have  used  the 
actual  quantities  for  grading  and  bridging  as  approved  by  the  Dominion  Govern- 
ment. The  Dominion  subsidy,  however,  only  covers  the  main  line,  and  the  Dominion 
Government  had  not,  therefore,  approved  the  estimate  of  quantities  for  branch  lines. 
For  branch  lines,  therefore,  we  used  the  results  of  our  own  inspection,  as  well  as  for 
many  items  on  the  main  line. 

It  is  convenient  to  divide  the  Grand  Trunk  Pacific  into  two  sections,  namely  the 
Prairie  Section,  including  the  main  line  and  branches  east  of  Wolf  creek,  and  the* 
Mountain  Section  west  of  Wolf  creek. 

Table  I shows  in  the  last  column  the  result  of  our  valuation  of  the  Prairie  Divi- 
sion, main  line  only. 

In  the  first  column  the  cost  is  given,  based  on  the  statement  from  the  company, 
certified  to  the  Government  for  the  main  line. 

Table  II  gives  similar  information  for  the  Mountain  Division. 
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The  first  column  gives  incomplete  cost  figures  as  submitted  by  the  railway  com- 
pany, in  response  to  the  request  of  the  Commission ; the  second  column  gives  the  result 
of  our  valuation. 

The  third  column  gives  the  same  as  the  second,  some  items  being  combined  in  this 
column. 

The  fourth  column  gives  the  cost  based  upon  figures  certified  to  the  Government 
by  the  company. 


T.\blk  I. — Grand  Trunk  Pacific  Railway,  Prairie  Section— Main  Line  Only. 
Comparison  of  Valuation  and  Cost. 


Description  of  Account. 

From 

Government 

G.T.P. 

Statement. 

Valuation. 

s 

$ 

807,331 

7,2(11,350 

2,139,385 

1,839,805 

2,490,405 

(>,528,752 

836,250 

3,705,874 
8,597.102 
2,016,192 
1,584,571 
2,288,391 
(1,071,893 
650  715 

Ballasting 

Buildings,  water  stations,  etc 

2,86S;S87 

2,13(1,828 

204,661 

538,379 

436,281 

2,644,448 

2,223,645 
2,245,481 
134,655 
529,  .803 
442,958 
248,537 
446,544 

Fencing,  cattle-guards  and  snow  fences 

50,709 

81,657 

101,406 

68,105 

Fuel  stations 

92,792 

87 

152,000 

36 

25 

-122,617 

43,250 

19,104 

8.5,892 

695 

29,241 

31,558,867 

- 31,507,872 
834,060 
1,950,528 
3,140,401 
1,330,433 

3,460,300 

8,237,476 

Deduct — 

Telegraph  operating  profit 

43,2.56,643 

186,366 

5,46(1,.817 

116,565 

62,242 

38,763,294 

37,424,653 

38,763,294 
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Table  II  —Grand  Trunk  Pacific  Railway,  Mountain  Division— Comparison  Statement. 


De  cription  of  Account. 

G.T.P. 

Cost 

from 

Railway. 

Valuation. 

G.T.P. 

Cost 

from" 

Government. 

282,000 

$ 

3,140,490 

1,535,289 

41,516,494 

2,431,978 

6,196,616 

2,346,489 

1,461,668 

4,924,480 

75,086 

787,302 

1,505,298 

664,011 

89,457 

21,149 

391,443 

•S 

} 4,675,779 

1 43,948,472 

6,196,646 
2,346,489 
1,161,668 

1 5,786,868 

1,505,298 

664,011 

89,4,57 

21,149 

394,443 

s 

311,314 

48,035,575 

7,839,246 

2,161,469 

1,453,762 

5,568,379 

3,129,050 

753,750 

433,172 

503,031 

57 

100,703 

1,811,042 

156.721 

222,013 

1,502,453 

633 

36,132 

620,771 

•2,642,304 

913,986 

17,427 

748 

43,619 

12,316 

13 

Grading 

•40.953,334 

2,509,796 

7,9r8,(KK) 

2,518,997 

1,206,059 

4,442,016 

73,028 

Bridges,  trestles  and  culverts 

Tie.s  

Rail  

Frogs  and  switches 

Ballast  . " 

1,.500,845 

2,382,011 

37,119 

12,(X»5 

492,543 

Track  laying  and  surfacing 

Shop  machinery 

Shops 

1,110,908 
380,442 
|.  405,655 

110,689 

188,481 

164,303 

222,  ,ni 

1 

1 100,500 

( 649,115 

33l',090 
( 470,655 

\ 32,616 

173,206 
227.508 
210,600 
130,333 

228,465 

813,689 

100,500 

1,884,190 

210,600 

130,333 

228,4f>5 

813,689 

Station  btiildings  and  fixtures 

Storage  warehouses . 

Miscellaneous  structures 

Snowsheds 

Maintenance  during  construction 

.1 

72,971,032 

70,158,057 

8,767,204 

3,946,987 

1,315,646 

3,569,608 

70,458,057 

8,767,204 

3,946,987 

1,315,646 

3,669,608 

78,269,721 

9,882,672 

5,355,470 

Total  (carried  forward). 

72,971,632 

88,057,502 

88,0  7,502 

93,507,863 

38,522 

67,351 

38,887 

12,697 

43,222 

Wharfage  and  warehouse  operating  profit 

Net  cost  

72,971,632 

88,057,002 

88,057,502 

93,307,184 

•This  total  includes  the  sum  of  $2,642,304  for  "construction  rolling  stock"  which  probably 
represents  equipment  furnished  by  the  Company  to  be  used  in  construction.  Our  estimate 
includes  na  such  item  because  the  prices  that  we  have  assumed  have  been  based  upon  the  con- 
tractor furnishing  his  own  equipment,  so  that  our  total  is  properly  comparable  with  that  of  the 
company  in  column  4.  Much  of  this  "construction  rolling  stock”  is  still  on  hand,  and  I under- 
stand that  Sir  Collingwood  Schreiber  has  approved  but  one-half  of  the  original  item,  which 
would  amount  to  crediting  the  company  with  this  rolling  stock  at  a depreciated  value  of  50  per 
cent. 
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Table  III. — Grand  Trunk  Pacific  Railway,  Prairie  Section. 

VALUATION  SUMMARY. 


Measurable  Quantities. 

Including  Overheads. 

Amount. 

Rate  per 
Mile. 

Amount. 

Rate  per 
Mil**. 

Winnipeg —Melville 

M»*lville — Biggar 

Bigg.ir — Edmonton 

Edmonton — Wolf  Creek 

Total  excluding  Edmonton 

$ 

8.560,389 

7,604,070 

8,361,861 

3,949,082 

•s 

30,573 

.30,674 

32,001 

33,523 

s 

10,614,882 

9,429,047 

10,368,707 

4,896,862 

s 

37,910 

38,u20 

39.681 

41.569 

28,475,402 

3,0.82,470 

31,390 

35,309,498 

3,45.3,796 

38,926 

Total 

U nearned  increment  on  land 

Total  exclusive  of  unearned  increment  on  land. . 

31,507,872 

2,898,543 

34,287 

38,763,294 

3,362,698 

42,184 

28, 609,  .329 

.31,136 

35,400,596 

38,  .527 

Overheads  Included. 

Comm. 

Statement. 

G.T.R 

Statement. 

Difference, 

•8 

38,763,294 
35, 400,  .596 

8 

37,424,653 

37,424,653 

+ 1,338,641 
— 2,024,057 

land  AM)  INTEREST  SUMZkIARY. 


Subdivision. 


Winnipepf — Melville  

Melville — Biggar , 

Bijfgar — Edmonton 

Edmonton — Wolf  Creek 

Total  excluding  Edmonton  Terminals. . 
Edmonton  Terminals 

Total  including  Edmonton  Terminals. . 
Unearned  increment  on  land 


Con- 

Land 

Intfrkst  on 

Rkmaini.ng 
OvERHfADS  ON 

struction. 

Con- 

stniction. 

Land. 

Con- 

struction. 

Land. 

$ 

$ 

s 

s 

$ 

s 

7,924,409 

7,205,220 

7,961,461 

3,833,362 

635,980 

398,850 

400,400 

115,720 

792,141 
720,522 
796,146 
383, 336 

114,476 

71,793 

72,072 

20,836 

1,109,417 

1,008,7.31 

1,114,604 

536,671 

38,159 

23,931 

24,024 

6,943 

26,924,462 

877,546 

1,550,950 

2,154,924 

2,692,445 

39,490 

279,171 

129,295 

3,769,423 

144,795 

93,057 

107,746 

27,801,998 

3,705,874 

2,898,543 

2,731,935 

408,466 

319,228 

3,914,218 

200,803 

144,927 

27,801,998 

807,331 

2,7.31,9.35 

89,238 

3,914,218 

55,876 

Total  less  unearned  increment  on  land. 
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Table  III. — Grand  Trunk  Pacific  Railway,  Prairie  Section — Concluded. 


Unearnko  Increment  of  Land 


Total  construction 

Total  land  * 

Construction  plus  land 

Interest  on  construction 

Interest  on  land  


27,S01,99.'< 

807,331 


'■2,731,935 

89,238 


28,009,329 


27,801,998 

3,70,5,874 


2,731,935 

408,406 


31,507,872 


Interest  on  construction  and  land 

Remaining  overheads  on  construction 

Remaining  overheads  on  land 

Remaining  overheads  on  constiucti^in,  pjlus  lat»^l.  - . . 


3,914,218 

55,876 


2,821,173 


3,914,218 

200,803 


3,970,0  '4 


3,140,401 

4.115,021 


Grand  Totals 


35,400,596 


38,763,294 


Table  IV. — Grand  Trunk  Pacific  Railway,  Mountain  Section. 

VALUATION  SUMMARY. 


Subdivision. 

Measurable  Quantities. 

Including  Overheads. 

Amount, 

Rate 
per  Mile. 

Amount. 

Rate 
per  Mile. 

Wolf  Creek— Jasper 

Jasper  —McBride ...  .... 

McBride — Prince  George 

Prince  Georg** — Endako 

Kndako — Smithers 

Sniithers — Pacific 

Pacific — Prince  Rupert 

Total  e.vcluding  Prince  Rupert  Terminals 

Prince  Rui>ert  terminals 

Total  including  Prince  Rupert  Terminals 

Unearned  increment  on  land 

Total  exclusive  of  unearned  increment  cn  land 

1 1 
P'S  r-pWpcEcCp 

■? 

58,966 

,80,217 

100,146 

70,182 

46,-2Sl 

93,575 

95,406 

8 

8,309.070 

10,987,825 

18,414,'20f. 

10,181,097 

7,293,123 

12,618.744 

14,203,444 

S ■ 

74,321 

101.081 

126,211 

88,455 

58,345 

117,932 

120,368 

78,243 

82,007,,509 

6,049,093 

98,626 

1 70,4.58,057 

4,364,435 

84,634 

88,057,502 

4,767,086 

105,775 

66,093, 62'.' 

79,392 

83,290,416 

100,048 
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Table  IV. — Grand  Trunk  Tacitic  Railway,  Mountain  Section — Uontinved. 


Prince  Rupert  Tenrinals,  exclusive  of  land 
Prince  Rupert  Termina's,  land 


— 

Overheads 

Included. 

$ 

2,015,4!»5 

4,004,498 

0,049,993 

• 

Comm. 

Estimate. 

G.T.P. 

Estimate. 

Difference. 

8 

§ 

s 

Grand  total,  including  Prince  Rupert  Terminals,  with  their  land. 
Grand  total,  including  Prince  Rupert  Terminals  without  their 

88,057,502 

93,307,184 

- 5,249,682 

land  (S5S8,0n7,502-S4,0O4,498)  

84,0.53,004 

93,307,184 

- 9,254.180 

Grand  total,  excluding  unearned  increment  on  land 

8.3,290,410 

93,307,184 

-10,010,708 

LAND  AND  INTEREST  SUMMARY. 


< Subdivision. 

Construc- 

tion. 

Land. 

Interest  on 

Rkmatning  Over- 

HE.\m  ON 

Construc- 

tion. 

Land. 

Construc- 

tion. 

Land. 

Wolf  Creek— Jasper 

Jasper — McBride 

McHride — Prince  George  

Prince  George — Endako 

Endako — Smithers 

Smithers — Pacific 

Pacific — Prince  Rupert  

Totals  excluding  Prince  Rupert  Terminals. 
Prince  Rupert  Terminals 

Totals  including  Prince  Rupert  Terminals.. 

s 

0,526,554 

8.093.. 508 
14,.509,441 

8.000. 901 
5,088,050 
9,938,971 

10,795,318 

s 

65,835 

20,100 

101,778 

71,020 

97,055 

73,570 

462,573 

s 

848,452 

1,130,104 

1,886,227 

1,040,905 

739,448 

1,292,000 

1,403,391 

8 

15,805 

0,264 

24,427 

17,045 

23,293 

17,637 

111,017 

s 

848,4.52 

1,130,103 

1,886,227 

1,040,905 

739,448 

1,292,060 

1,403,391 

$ 

3,9,52 

1,566 

6,106 

4,201 

5,823 

4,414 

27,754 

04,158,869 

1,623,409 

897.951 

3,777,828 

8,340,053 

211.043 

21.5,508 

8,340,652 

211,043 

53,876 

220,670 

65,782,278 

4,675,779 

4,304,435 

8,551,696 

215,.508 

140,785 

8,551,696 

280,546 

261,866 

Totals,  less  unearned  increment  on  land . . . 

65,782,278 

311,344 

8,,55l,096 

74,723 

8,551,695 

18,080 
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Table  IV.— (irand  Trunk  Jfaciiic  Kailway,  Mountain  Section — Concluded. 


Vnkaknkd  Inciikmem. 

Excluded. 

Included. 

s 

s 

s 

G5,7.'52,278 

311,314 

65,782,278 

4,675,779 

66,093,622 

70,458,057 

Interest  on  construction . 

8,5M,(>96 

71,728 

8,551,6% 
215, 5u8 

8,626,419 

8,767,204 

Remaining  overheads  on  construction ^ 

Remaining  overheads  on  land  . . 

8,551.695 

18,6^0 

8,551,695 

280,546 

8,832,241 

(Irand  totals  

83,290,4 16  j 

88,057,502 

Table  V. — Grand  Trunk  Pacific  Railway,  Prairie  Section. 
ESTIM.ITE  COMPARISONS. 


G.T.P.  EsTiM.rTE. 

Comm,  of  I.nqciky 
Estim.vte. 

Including  Land. 

Without 

Land. 

Including 

Land. 

Without 

Land. 

Construction  cost 

s 

s 

31,558,867 

3,460,300 

s 

30,751,5.36 

3,460,300 

.s 

31,507,872 

4,115,021 

s 

27,801,998 

3,914,218 

Total,  excluding  interest 

35,019,167 

S,:i37,476 

34,211,836 
* 8,092,362 

35,622,893 

3,140,401 

31,716.216 

2,731,935 

Total,  including  interest  and  overheads 

Deduct — 

Telegraph  operating  profit 

Train  oi>erating  piofit 

Road  stock  

Station  lumber  stock 

Total  deductions.  

186,366 
0,466,817 
11 6,  .665 
62,242 

13,256,643 

5,831,990 

42,304,198 

5,831,990 

38,763,294 

34,448,151 

36,472,208 

38,763,2144 

34,448,151 

‘Note. — Interest  amounts  in  “ Without  Land  ” column  “G.T. P.  Statement”  are  not  exact,  but 
proportioned. 
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Table  VI. — Grand  Trunk  Pacific  Railway,  Mountain  Section. 
ESTIMATE  COMPARISONS. 


- 

G.T.P.  Estim.itk. 

Comm,  ok  Inouihy. 
Estim.ytk. 

Including  Land. 

Without 

Land. 

Including 

Land. 

Without 

Land. 

.$ 

s 

$ 

s 

8 

78,261), 721 
!),S.s2,672 
5,350,170 

77,958,377 

*9,»07,950 

*5,336,789 

70,1.58,057 

8,767.201 

8,8.32,211 

65,782,278 

8,551,696 

8,551,695 

93,507,863 

93,103,116 

88,057,502 

82,885,669 

Deduct— 

Telegraph  operating  profit 

38,522 

t;7,351 

38,887 

12,(i‘.l7 

13,222 

Road  stock 

Fuel  stock 

200  679 

200,67!) 

93,3C7,184 

92,902,137 

88,057,502 

82,885,609 

*Note. — lutheG.T.P.  “Without  Lind”  column,  the  reduced  interest  and  overhead  is  not  exact, 
but  arrived  at  by  deducting,  from  the  known  total  interest  and  remaining  overheads,  24  per  cent  and  6 
per  cent,  respectively,  on  the  land  deducted. 


Table  VII. — Grand  Trunk  Pacific  Railway. 
CONSOLIDATED  STATEMENT. 


Line. 

Mileage. 

Construc- 

tion 

Items. 

Land 

Cost. 

Interest. 

Other 

Over- 

heads. 

Repro- 

duction. 

Cost. 

Main  Lines. — Prairie  Section. 

s 

s 

$ 

s 

§ 

$ 

Winnipeg — Melville  . 

2,80 

■00 

7,924,409 

635,980 

906,917 

1.147,  .576 

10,614,832 

Melville — Liggar 

248 

Of 

7,20.5,220 

398,85(» 

792,316 

1,032,662 

9,429,047 

Biggar— Edmonton 

261 

3C 

7,961,461 

400,400 

868,218 

1,138,628 

10,368,707 

Edmonton  Terminals 

11 

7fi 

877,546 

2,154,924 

168,785 

2,52,641 

3,453,796 

Edmonton — Wojf  Creek 

117 

80 

3,833,362 

11.5,720 

401,166 

543,614 

4,896,862 

Total  Prairie  main  line 

918 

■86 

27,801,908 

3,705,874 

3,140,401 

4,115,021 

38,763,294 

Main  Lines — Mountain  Section. 

Wolf  Creek — Jasper 

111 

80 

6,526,554 

65,855 

864,257 

852,404 

8,309,070 

Jasper — McBride 

108 

70 

8, 693, .568 

26,100 

1,136,428 

1,131,729 

10,987,825 

McBride— Prince  George 

145 

00 

1 4,. 509, 441 

101,778 

1,910,654 

1,892,333 

18,414,206 

Prince  George— Endako 

115 

10 

8,006,961 

71,020 

1,057.950 

1,045,160 

10,181,097 

Endako — Smithers 

125 

00 

5,688,056 

97,055 

762,741 

74.5,271 

7,293,123 

Smithers — Pacific 

107 

00 

9,938,971 

73,570 

1,309,723 

1,296,480 

12,618,744 

Pacific — Prince  Rupert . 

118 

00 

10,795,318 

462,573 

1,514,408 

1,431,145 

14,203,444 

Prince  Rupert  Terminals - . . . . 

1 

00 

1,623,409 

3,777,828 

211,04.3 

437,713 

6,049,9!)3 

Total  Mountain  main  line 

832  50 

65,782,278 

4,675,779 

8,767,204 

8,832,241 

88,057,502 
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Table  VIII. — Grand  Trunk  Pacific  Railway. 

CON.SOLIDATKD  STATEMENT. 


Line. 

Mileage. 

Construc- 

tion 

Items. 

Land 

Cost. 

Interest. 

Other 

Over- 

heads. 

Repro- 

duction. 

Cost. 

Branch  Lines  Co. 

s 

$ 

s 

s 

$ 

Harte — Brandon 

21-9 

194,277 

96,511 

14,533 

32,024 

337,345 

Melvilie — Canora 

54  G 

901.079 

.59,921 

44,279 

129,566 

1,137,845 

Melville — K^^gina 

2120 

4,188,850 

1,246,034 

263,260 

648,740 

6,346,884 

Regina — Northgate 

155  1 

2,324,236 

145.095 

113,297 

332,647 

2,915,275 

Young — Prince  Albert 

111  3 

1,780,628 

196,145 

91,897 

2.59,094 

2,.327,764 

Biggar  — Loverna 

10.3  6 

1,603.529 

85,000 

77,259 

22,8,714 

1,994,532 

Oban — ^Battleford — Carruthers 

97-8 

1,82.5.6.12 

87,391 

87,397 

2.59,958 

2,260,378 

Totield  — Calgary 

20]  2 

4,696,589 

1,052,396 

274,490 

710,142 

6,733,617 

Alberta  Coal  Branch 

56-7 

2,331,958 

12,757 

105,703 

.327,112 

2,777.530 

Total  Branch  Linos  Co 

1,014-2 

19,849,778 

2,981,230 

1,072,115 

2,928,027 

26,831,170 

Saskalcheican  Bailwag. 

Weyburn  branch 

14  9 

177,957 

31,075 

9,873 

26,468 

245,373 

Summary. 

Main  Line,  Prairie 

918-86 

27,801,998 

3,705,874 

3,140,401 

4,116,021 

38,763,294 

Main  Line,  Mountain 

832-50 

65,782,278 

4,67.5,779 

8,767,204 

8,832,241 

88,057,602 

Branch  Lines  Co 

1,014-20 

19,849,77.8 

2,981,250 

1,072,115 

2,928,027 

26,831,170 

Saskatchewan  Railway 

14-90 

177,957 

31,075 

9,873 

26,467 

245,373 

. 

2,780  46 

113.612,011 

11,393,978 

12,983,695 

15,901,756 

153.897.339 

GRAND  TRUNK  PACIFIC  RAILWAY. 


In  British  Columbia. 

Overhead  Charges. 

Total  without 
overheads  = 1. 


A.  On  all  items  except  land — Total.  - 

(o)  Contingencies,  2 p.c 1*02 

(h)  Engineering^  5 p.c.  on  1*02  1*071 

(c)  Legal,  etc.,  | p.c.  on  1*02  1*0787 

(d)  Administration,  3 p.c.  on  1*0275  1*0864 

(e)  Taxes,  J p.c ' 1*0914 

(/)  Interest,  4-year  period  equals  average  2 years,  12  p.c.  on  1*0914  1*2224 

ig)  Commissions,  3 p.c.  on  1*2224  1*2591 

Say,  26  p.c. 

B.  On  land — 

(a)  Administration,  3 p.a 1*0075 

(b)  Taxes,  1 p.c 1*0175 

(c)  Interest,  4-year  period,  24  p.c.  on  1*0175  1*2617 

(d)  Commissions,  3 p.c,  on  1*2617 1*2996 

Say,  30  p.c. 
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GRAND  TRUNK  PACIFIC  RAILWAY. 

Prairie  Section,  Main  Line. 

Overhead  Charges. 

Total  without 
overheads  = 1. 


A.  On  all  items  except  lands — Total. 

(a)  Contingencies,  3 p.c 1'03 

(h)  Engineering,  5 p.c.  on  1'03 1'0815 

(e)  Legal,  etc.,  1 p.c.  on  1'03 1'0918 

(d)  Administration.  1 p.c.  on  1‘04 1'1022 

(e)  Taxes,  say  J p.c 1T072 

(/)  Interest,  3-year  period,  average  IJ  year  at  6 p.c.  equals  9 p.c. 

on  1T072 1-2069 

(р)  Commission,  3 p.c.  on  all  previous  1'2069 1-2431 

Say,  24  p.c. 

B.  On  land — 

(a)  Administration,  etc.,  1 p.c 1-01 

(0)  Taxes,  3 years  at  h p.c.  equals  IJ  p.c 1-025 

(с)  Interest,  3 years  at  6 p.c.  equals  IS  p.c.  on  1-025 1-2095 

(d)  Commissions,  3 p.c.  on  1-2095 1-245S 

Say,  24  p.c. 


A large  part  of  the  difference  between  the  results  of  our  valuation  and  the  cost 
lig'ures,  either  those  received  direct  from  the  company  or  those  certilied  to  the  Gov- 
ernment, arise  from  the  higher  valuation  which  we  have  assigned  to  real  estate  or 
right  of  way,  and  especially  to  the  terminals  at  Prince  Rupert. 

These  terminals  originally  cost  little  or  nothing;  at  the  present ' time,  however, 
on  the  basis  of  the  assessed  valuation,  which  is  the  basis  of  our  figures,  the  real  value 
is  large. ' 

This  is  a case  in  which,  if  the  railway  were  removed,  those  lands  would  appar- 
ently return  to  their  original  value;  that  is  to  say,  they  owe  their  present  value  prac- 
tically'entirely  to  the  presence  of  the  railway. 

It  might  perhaps  fairly  be  said,  therefore,  that  in  estimating  the  cost  to  repro- 
duce the  property,  inasmuch  as  if  the  railway  were  removed  these  terminals  would 
be  of 'little  or  no  value,  they  should  be  given  a small  value  in  the  estimate;  however, 
we  assigned  to  them  a value  based  upon  the  assessed  value  of  adjoining  property  per 
square  foot  or  per  acre.  ' 

In  order,  therefore,  to  compare  properly  our  valuation  with  the  estimate  of  cost, 
the  unearned  increment  of 'these  and  other  lands  should  be  deducted.  This  has  been 
done  in  table  III  and  in  table  IV. 

Table  III  gives  a summary  by  subdivisions  of  the  Prairie  section  of  the  estimated 
cost  of  construction  and  of  land,  with  interest  on  construction  items  and  on  land,  and 
remaining  overheads  allowed  on  construction  and  on  land. 

For  the  estimate  in  the  last  line  of  the  table  proper,  the  so-called  unearned  incre- 
ment on  land,  together  with  interest  and  other  'overheads  pertaining  to  land,  have 
been  excluded. 

The  unearned  increment  on  land  is  the  difference  between  our  estimate,  namely, 
$3,705,874,  and  the  cost  of  right  of  way  and  real  estate,  namely,  $807,331. 

The  other  entries  in  this  line  are  the  interest  on  this  unearned  increment,  and 
the  other  overheads,  using  the  same  percentages  that  have  been  used  throughout  our 
estimate  for  this  system. 

At  the  bottom  of  table  III  is  given  a summary  which  shows  that  our  total  esti- 
mate, excluding  unearned  increment,  that  is  to  say,  putting  in  the  right  of  way  and 
other  real  estate  at  cost,  is  $35,400,596,  which  compares  with  a total  of  $37,424,653, 
based  on  the  Grand  Trunk  Pacific  statement  submitted  to  the  Government.  In  other 
words,  our  estimate  of  the  cost  to  reproduce  the  Prairie  section  main  line  of  the  Grand 
Trunk  Pacific 'using,  however,  the  cost  figures  for  real  estate,  is  about  $2,000,000  less 
than  the  actual  cost. 
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In  a similar  manner  table  IV  summarizes  the  figures  for  the  Mountain  section 
of  the  Grand  Trunk  Pacific,  as  shown  in  table  II,  which  shows  that  our  total  estimate, 
excluding  unearned  'increment  as  in  table  III,  is  $83,290,416,  which  compares  with 
a total  of  $93,307,184,  based  on  the  Grand  Trunk  Pacific  statement  submitted  to  the 
Government. 

In  order  to  compare  these  figures,  however,  it  is  further  proposed  to  eliminate 
the  interest  charges,  which  are  quite  different  in  the  cost  estimate  and  in  our  own 
valuation.  The  comparison  is  made  in  tables  V and  VI.  The  former  in  the  Prairie 
section,  the  latter  in  the  Mountain  section. 

Taking  up  table  V,  line  1 shows  the  construction  cost  from  table  I,  first  includ- 
ing the  land,  and  second,  omitting  the  land.  Our  estimate  including  the  laud  but  not 
the  interest  is  $35,022,893.  Our  allowance  for  interest  is  $3,140,401.  Our  total,  includ- 
ing interest  and  all  overheads,  is  $38,763,294,  agreeing  with  table  I. 

The  Government  figures,  however,  have  offset  against  interest  paid,  receipts  from 
operation  of  trains,  from  telegraph  and  certain  items  of  stock  as  shown,  while  our 
estimate  has  taken  account  of  none  of  these  items. 

Leaving  out  the  land,  it  will  be  seen  that  our  total  figure  for  the  Prairie  section 
is  about  $2,000,000  less  than  the  Grand  Trunk  Pacific  figure  after  the  deduction  above 
referred  to  has  been 'made,  while  including  land  (and  its  unearned  increment)  we  are 
$1,300,000  above  the  company’s  figure. 

'Table  VI  makes  similar  comparison  for  the  Mountain  section,  which  shows  our 
total,  excluding  land  but  including  interest  and  other  overheads,  is  about  $10,200,000 
less  than  the  estimate  of  the  company,  while  after  making  the  company’s  deductions 
for  receipts  and  stock  our  estimate  is  about  $10,000,000  less  than  the  company’s. 

If  our  figures  are  correct,  therefore,  the  Grand  Trunk  Pacific  system  shordd  have 
been  built  for  nearly  $12,000,000  less  than  it  actually  cost. 

Just  why  there  should  have  been  this  excess  of  cost  is  not  for  me  to  explain, 
although  it  would  appear  that  some  of  the  prices  paid  were  higher  than  should  have 
been  paid. 

It  will  be  observed  that  our  estimate  of  the  cost  of  reproduction  of  the  Prairie 
section  of  the  Grand  Trunk  Pacific,  excluding  the  unearned  increment  on  land,  is 
about  $38,500  per  mile,  including  all  overheads.  This  is  considerably  larger  than  our 
estimate  for  the  Canadian  Northern  Prairie  lines. 

The  reason  for  the  difference  lies  partly  in  the  character  of  the  country  through 
which  the  Grand  'Prunk  Pacific  passes,  which  is  less  favourable  for  construction  than 
that  through  which  the  other  line  passes,  and  partly  also  in  the  fact  that  the  gradients 
on  thi  Grand  Trunk  Pacific  are  lower  than  those  of  the  Canadian  Northern  Railway. 
If  the  Grand  Trunk  Pacific  had  been  built  with  a more  undulating  gradient,  the  quan- 
tity and  cost  of  grading  would  have  been  considerably  reduced,  and  also  the  cost  of 
bridges,  and  especially  of  timber  trestles,  of  which  this  line  has  a large  number  of 
costly  ones. 

On  the  whole  also,  the  Prairie  section  of  the  Grand  Trunk  Pacific  is  more  sub- 
t^tantially  constructed  in  many  ways  than  the  Canadian  Northern;  it  has  in  general 
more  ballast,  better  ties,  and  wider  shoulders  to  the  banks  than  the  Canadian  Northern, 
and  1 should  expect  for  this  reason  alone  a considerable  difference  in  cost.  I may  say, 
Iiowevcr,  that  it  seems  to  me,  after  riding  through  the  territory  covered  by  these  lines, 
that  the  Grand  Trunk  Pacific  was  a more  expensive  line  than  was  justified  by  the 
traffic,  and  that  a more  undulating  gradient  with  a smaller  first  cost,  would  have  pro- 
duced economically  just  as  good  results. 

On  the  Mountain  section  considered  as  a whole,  however,  the  Canadian  Northern 
line  ismot  inferior  to  the  Grand  Trunk  Pacific,  but  in  some  respects  superior;  its 
roadbed  is  good,  its  grades  are  easy,  and  it  is  in  every  way  well  constructed. 
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Betweon  Edmonton  and  Respleiulent  the  two  lines  are  closely  parallel,  and  here 
the  Grand  Trunk  Pacific  is  on  the  whole  the  more  substantially  constructed  line,  and 
the  more  economical  to  operate.  Its  grades  are  lighter,  it  has  less  rise  and  fall,  and 
less  curvature,  avoiding  one  summit  which  occurs  on  the  (Canadian  Northern  east  of 
Jasper.  On  the  whole,  the  Grand  Trunk  Pacific  is,  between  these  two  points,  the 
better  line,  although  it  has  longer  and  higher  trestles,  and  experiences  considerable 
trouble  each  year  where  it  passes  along  Brule  lake,  near  Jasper,  on  account  of  the 
drifting  of  sand  from  the  river-bed,  which  completely  covers  the  tracks  and  requires 
considerable  expense  for  removal.  The  Canadian  Northern  line  is,  at  this  point,  on 
the  opposite  side  of  the  river,  and  the  prevailing  winds  are  in  its  favour,  blowing  the 
sand  away  rather  than  upon  its  tracks. 

West  of  Resplendent  the  two  lines  diverge,  the  Canadian  Northern  following  the 
North  Thompson  river  southward,  and  the  Grand  Trunk  Pacific  following  the  Fraser 
river  in  a northwesterly  direction.  The  two  lines  thus  pass  through  essentially  different 
country,  and  cannot  fairly  be  directly  compared.  The  character  of  the  country  tra- 
versed by  the  Canadian  Northern  is  the  more  favourable,  and  the  portion  of  the  Cana- 
dian Northern  from  Resplendent  to  the  coast  is  the  best  part  of  that  line.  The  grades 
are  easy  and  the  road-bed  and  structures  substantial.  The  Grand  Trunk  Pacific  west 
of  Resplendent  passes  through  some  very  soft  ground,  as  far  west  as  Hazelton.  This 
material  has  been  a serious  source  of  expense  to  the  Grand  Trunk  Pacific,  and  will 
continue  to  be  for  some  years  to  come.  Not  only  was  it  necessary  to  change  the 
original  location  in  many  instances,  hut  in  many  cases  almost  an  entire  hillside  was  put 
in  motion  by  the  construction  of  the  road,  filling  up  ditches  and  cuts  and  moving 
embankments,  requiring  heavy  expense  for  excavation,  subsequent  to  the  opening  of 
the  line.  The  movement  has  not  stopped,  and  there  will  continue  to  he  heavy  expense 
for  some  time  to  come.  Here  again  the  general  limits  adopted  for  grades  and  curves 
probably  greatly  increased  the  expense.  Had  an  undulating  grade  been  adopted,  with 
more  curvature,  the  line  would  have  cost  much  less. 

The  Grand  Trunk  Pacific  line  is  located  generally  on  the  south  side  of  the  rivers 
which  it  follows  between  Yellowhead  pass  and  Hazelton.  South  of  the  line  there  is  a 
range  of  hills  and  as  the  line  is  on  the  south  side  of  the  rivers  it  is  not  exposed  to  the 
sun  as  much  as  the  land  on  the  north  side  and,  consequently,  cuts  do  not  dry  out  as 
quickly  as  they  would  if  the  line  had  been  located  on  the  north  side: 

At  first  glance  it  would  seem  that  an  error  in  location  had  been  made  and  that  the 
railway  should  have  been  located  on  the  north  side,  but  snap  judgments  are  dangerous, 
and  I would  not  wish  to  make  the  above  statement  unconditionally  without  further 
information  as  to  the  actual  character  of  the  ground  on  the  north  side  of  the  river. 

Tables  VII  and  VIII  give  our  final  consolidated  figures  for  the  Grand  Trunk 
Pacific  and  the  Grand  Trunk  Pacific  Branch  Lines  Company  (the  distinct  corporation 
owning  the  branches  of  the  Grand  Trunk  Pacific  system).  No  account  has  been  taken 
of  subsidiary  corporations  of  the  Grand  Trunk  Pacific  Company,  such  as  the  Grand 
Trunk  Pacific  Development  Company  and  the  Grand  Trunk  Pacific  Steamship  Com- 
pany. Our  attention  has  been  confined  entirely  to  the  railroad  lines  scheduled  in 
tables  VII  and  VIII. 


III. 

In  addition  to  making  the  estimate  for  the  Canadian  Northern  and  the  Grand 
Trunk  Pacific,  we  were  asked  to  make  comparisons  between  certain  portions  of  these 
lines  and  portions  of  the  Canadian  Pacific  system  running  through  similar  territory. 
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(a)  A COMPARISON  BETWEEN  THE  CANADIAN  NORTHERN  LINE  AND  THE  CANADUN  PACIFIC  LINE 
BETWEEN  KAMLOOPS  AND  VANCOUVER. 

These  two  lines  parallel  each  other  between  these  two  points,  sometimes  on  oppo- 
site sides  of  the  river  and  sometimes  on  the  same  side. 

A comparative  study  of  these  two  lines  between  the  points  mentioned  were  made  by 
Mr.  C.  S.  Gzowski;  he  submits  the  following  typical  unit  showing  his  estimate  of  the 
cost  of  the  Canadian  Northern  line  to  be  $88,230  per  mile,  and  of  the  Canadian  Pacific 
Railway  line  $95,252,  a diSerence  of  about  $7,000  per  mile. 

The  Canadian  Pacific  has  somewhat  heavier  grading,  heavier  rail,  more  ballast,  and 
a larger  length  of  second  or  auxiliary  track;  while  the  Canadian  Northern  line  has 
greater  expense  for  bridges  and  tunnels.  Mr.  Gzowski’s  interesting  report  with  refer- 
ence to  this  comparison  is  appended  hereto. 


(b)  A COMPARISON  BETWEEN  CERTAIN  PRAIRIE  LINES  OF  THE  CANADIAN  NORTHERN,  GRAND 
TRUNK  PACIFIC,  AND  CANADIAN  PACIFIC.' 

This  comparison  is  shown  in  the  following  table.^  It  will  be  observed  that  of  these 
lines  the  Grand  Trunk  Pacific  is  the  most  costly  per  mile,  with  the  Canadian  Pacific 
next  and  the  Canadian  Northern  lowest. 

It  will  be  observed  that  the  Grand  Trunk  Pacific  has  the  lowest  grades,  and  this 
fact  probably  explains  the  higher  cost.  These  comparisons  have  been  made  by  Mr.  G. 
R.  Balloch,  who  was  in  charge  of  field  examination  of  the  Prairie  lines  of  the  Canadian 
Northern  System. 


(c)  A COMPARISON  BETWEEN  THE  CANADIAN  PACIFIC,  CANADIAN  NORTHERN  AND  GRAND  TRUNK 
PACIFIC,  BETWEEN  WINNIPEG  AND  BRANDON. 

The  following  table’^  gives  a comparison  of  these  lines  by  Mr.  G.  R.  Balloch,  from 
which  it  will  appear  that  the  Canadian  Pacific  is  the  most  expensive,  the  Grand  Trunk 
Pacific  next,  and  the  Canadian  Northern  the  lowest. 

(d)  The  following  table^  gives  some  further  comparisons  of  similarly  situated 
lines. 

GEORGE  F.  SWAIN. 


Prof.  Geo.  F.  Swain, 

Boston,  Mass. 


Ottawa,  March  15,  1917. 


Dear  Sir, — The  following  brief  report  of  my  work  in  connection  with  your  valua- 
tion of  some  of  the  railroads  in  the  Dominion  of  Canada,  is  handed  you  herewith. 

After  some  preliminary  negotiations  with  you,  I came  to  Ottawa  September  6, 
1916,  and  proceeded  at  once,  with  your  approval,  to  engage  a force  of  men  and  to  make 
such  plans  and  arrangements  as  were  necessary  to  have  the  various  lines  inspected 
before  snow  came  to  seriously  interfere  with  the  work.  Much  difficulty  and  delay  was 
experienced  in  organizing  the  force  on  account  of  so  many  capable  men  having  gone  to 
the  war  or  being  engaged  in  other  work.  The  short  period  of  employment  offered  would 
not  induce  men  to  leave  other  jobs,  so  that  it  required  much  correspondence  and  time 
to  secure  the  force.  Most  of  the  men  had  not  had  previous  experience  in  work  of  this 
character,  so  that  considerable  time  and  detailed  instruction  were  required  in  order  to 
have  them  all  do  the  work  uniformly  and  expeditiously.  It  soon  became  {tppareut 


1 These  tables  are  shown  on  pages  72.  73,  and  74. 
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that  details  of  the  property  of  the  railway  would  not  be  available  for  the  field  engineers 
during  their  inspection,  if  the  same  was  made  prior  to  the  coming  of  snow.  There- 
fore, it  was  necessary  to  send  the  field  engineers  over  the  lines  with  incomplete  data. 
Profiles  had  been  received  from  the  company  for  a considerable  part  of  the  line;  bridge, 
building,  and  track  lists  for  an  inconsiderable  part;  together  with  a few  yard  and 
bridge  plans.  The  yard  plans  furnished  at  that  time  did  not  show  the  limits  of  the 
right  of  way,  and  many  of  those  furnished  were  incorrect  in  respect  to  the  data  which 
they  did  contain.  The  profiles  did  not  contain  all  of  the  data  usually  found  on  a com- 
plete construction  profile,  so  that  they  were  not  of  as  much  assistance  to  the  engineers 
as  expected. 

As  soon  as  profiles  were  received,  the  assistant  engineers  were  set  to  work  making 
profile  estimates  of  quantities,  using  scales  for  the  purpose.  They  also  estimated  from 
profiles  quantities  for  wooden  trestles,  box  culverts,  pipe  drains  and  similar  items. 
These  estimates  were  tabulated,  and  were  ready  for  the  inspecting  engineers  when  they 
returned  to  the  office.  The  assistant  engineers  engaged  in  the  above  work,  assisted 
tlie  field  engineers  in  the  preparation  of  their  estimates. 

On  the  ICth  of  October,  the  field  engineers  were  sent  into  the  field  with  such  infor- 
mation as  was  then  at  hand.  The  territory  was  divided  between  six  divisional  engineers, 
some  of  them  having  assistants,  in  such  manner  that  it  was  believed  they  could  make 
the  inspection  before  the  snow  came.  A much  larger  mileage  of  the  prairie  lines  was 
given  to  the  engineers  in  charge  of  the  same  than  in  the  case  of  the  more  varied  and( 
costly  lines  in  the  mountain  region  and  in  the  east.  A general  inspection  trip  reaching 
as  far  west  as  Vancouver  was  made  by  the  consulting  engineer  and  chief  engineer,  Mr. 
W.  B.  Kellett,  special  engineer,  and  Mr.  D.  O.  Johnson,  contractor.  Some  of  the  field 
engineers  accompanied  this  party  over  part  of  their  territory,  and  some  of  the  detailed 
inspection  was  made  by  this  special  party,  thus  breaking  in  the  divisional  engineers 
into  the  method  of  doing  their  work.  Furthermore,  this  specal  party  made  careful 
inquiry  and  determined  tentative  prices  for  various  classes  of  work  and  various  kinds 
of  material.  These  prices  were  the  result  of  much  consideration  and  were  considered 
a‘5  tentative  only,  to  be  modified  slightly  by  the  divisional  engineers  in  the  light  of  such 
further  information  as  they  secured. 

The  field  engineers  covered  practically  all  the  lines  of  the  railway,  making  as  many 
detailed  notes  as  possible,  relative  to  all  elements  of  the  construction.  From  these 
notes,  aided  by  the  profiles  and  other  data  submitted  by  the  railway  company,  the  final 
estimates  of  the  various  lines  were  prepared.  Details  are  given  below  regarding  the 
various  items  entering  into  the  railway  construction,  classified  in  accordance  with  the 
railway  accountant’s  classification. 

Right  of  Way. — General  notes  regarding  right  of  way  were  made,  showing  the 
average  width  of  right  of  way,  and  the  extra  amount  at  stations  or  other  places,  and 
also  approximate  estimates  of  the  value  of  adjoining  land.  These  values  were  later 
modified  as  necessary,  from  further  information  gathered  whenever  and  wherever 
opportunity  offered. 

At  all  of  the  larger  towns  and  cities,  special  investigations  were  made  concerning 
land  values,  subsequent  to  the  general  road  inspection,  as  at  Montreal,  Toronto,  Ottawa, 
Winnipeg,  Edmonton,  and  Calgary,  where  a most  careful  inquiry  was  made  by  a 
special  engineer,  taking  into  account  values  of  adjoining  property,  assessed  values,  etc. 
Local  residents  and  real  estate  dealers  were  consulted  regarding  the  values,  and  from 
all  this  information,  proper  figures  to  apply  to  the  property  of  the  railway  company 
were  arrived  at.  At  other  important  points  not  mentioned  above,  the  divisional 
engineer  pursued  the  same  method,  as  far  as  time  permitted. 

The  amount  of  right  of  way  was  in  general  determined  as  that  acreage  which  the 
usual  width  of  right  of  way  would  give  per  mile,  plus  an  allowance  made  for  the  average 
extra  amount  at  stations  and  terminals  proportioned  for  the  whole  mileage  of  each  line 
in  question.  After  the  determinations  had  been  made,  the  incomplete  right  of  way 
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plans  were  received  from  the  railway  company,  which  were  examined  and  totaled  and 
the  residt  compared  with  the  previous  determinations,  and  it  was  found  that  there 
\u  re  inconsequential  differences,  and  no  changes  were  made  in  our  previous  determin- 
ations except  in  a few  instances. 

ISio  attempt  whatever  has  been  made,  or  could  be  made  in  the  allotted  time,  to 
determine  whether  property  claimed  by  the  railway  company  is  actually  possessed  by 
it.  A few  instances  have  come  to  our  notice  where  property  claimed  has  not  been  duly 
transferred  to  the  railway  company,  but  it  is  presumed  that  such  instances  are  few. 
The  general  principle  adopted  concerning  ordinary  right  of  way  was  that  the  cost  to 
tlie  railway  company  of  reproduction,  would  be  approximately  twice  the  amount  per 
acre  of  the  real  value  for  farming  and  industrial  purposes  of  the  adjoining  laud,  such 
increment  including  cost  of  acquisition,  as  well  as  the  special  engineering  expenses, 
end  also  any  damages,  payments  for  severance  or  other  reasons.  No  account  whatever 
was  taken  of  cases  where  land  had  been  given  to  the  railway  company  by  the  Govern- 
ment or  individuals.  AVhere  land  values  are  high  in  the  larger  towns  and  cities,  where 
it  is  generally  purchased  by 'the  lot  a value  per  lot  or  per  foot  front,  or  per  square 
foot  was  determined  from  various  methods  previously  described  and  an  increment  of 
25  per  cent  generally  applied  and  in  most  cases,  further  allowances  made  for  taxe: 
well  as  an  interest  carrying  charge.  No  additional  overheads  were  added  to  the 
ajipraised  value  of  land  as  determined  in  this  manner. 

Grading. — Quantities  were  obtained  in  all  cases  where  possible  from  an  estimate 
made  from  the  profile  as  modified  by  the  field  engineers.  In  very  rough  territory,  such 
as  Fraser  Canyon  and  mountain  work,  where  the  quantities  for  each  cut  and  fill  were 
shown  on  the  profile,  the  field  engineer  travelled  such  territory  slowly  and  determined 
in  each  case,  by  approximate  methods,  if  the  quantities  were  reasonable,  and  if  so, 
they  were  accepted  by  him.  Every  effort  was  made,  however,  to  arrive  at  an  approxi- 
mate classification,  and  determine,  as  nearly  as  possible,  whether  the  work  was  of  a 
side-horrow  nature  or  a cut  and  full  nature  involving  long  hauls  or  where  train  fill 
had  been  necessary.  The  location  of  ballast  pits  was  noted  where  possible,  and  also 
tl'e  slope  of  the  ground  surface  at  cuts,  in  order  to  be  able  to  make  profile  estimate 
quantities  from  a single  line  profile.  Notes  were  made  of  the  length  of  line  requiring 
clearing  and  grubbing.  , 

Tunnels  — Special  study  was  given  to  each  tunnel  to  determine  whether  any 
unusual  features  existed.  Detailed  information  was  always  available  or  secured,  relat- 
ing to  the  comparatively  few  tunnels  on  the  line. 

Bridges,  trestles,  and  culverts. — The  insirecting  engineers  made  notes  relative  to 
all  bridges  and  trestles,  this  data  being  later  supplemented  by  detailed  lists  supplied 
by  the  railway  company.  Exact  lengths  were  taken  from  the  profiles.  No  effort  was 
made  by  the  field  engineers  to  make  notes  relating  to  small  openings,  such  as  pipes  and 
wood  boxes.  Tliese  were  all  estimated  from  the  profiles. 

An  approximate  method  of  determining  the  quantity  of  material  in  wooden  bridges 
was  necessary,  because  no  information  was  supplied  relating  to  the  length  of  piles,  in 
tlie  case  of  pile  bridges,  and  because  time  did  not  permit  detailed  estimates  to  be  made 
of  each  bridge,  even  if  sufficient  information  had  been  at  hand  to  permit  such  detailed 
estimate.  A formula  was  devised  for  determining  quantities  in  wooden  bridges  based 
on  information  contained  in  standard  plans  and  on  detailed  information  of  total  quan- 
tities covering  many  bridges  as  submitted  by  the  railroad  company.  In  most  cases,  the 
quantities  were  given  for  steel  bridge.s,  hut  these  quantities  were  roughly  checked  by 
comparison  with  diagrams  prepared  for  such  estimation.  The  masonry  in  bridges  was 
determined  from  plans  submitted  by  the 'company,  but  these  were  in  general,  entirely 
inadequate  for  the  purpose,  so  that  a general  theoretical  quantity  for  a pier  or  an 
abutment  of  the  approximate  height  as  determined  from  the  profile  was  made.  Every 
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effort  was  made  to  be  fair  in  this  determination,  and  if  our  estimate  is  deficient  in 
these  matters,  it  is  largely  because  the  railroad  company  failed  to  submit  suitable  data 
for  such  estimates  in  time  for  nse.  The  foundation  work  covering  cofferdams,  pump- 
ing, wet  excavation,  etc.,  has  been  estimated  at  a certain  percentage  of  the  cost  of  the 
masonry.  The  percentage  to  be  used  for  this  determination  was  arrived  at  from  a 
careful  study  of  numerous  bridges  where  the  actual  cost  of  the  foundation  work  was 
available  on  this  and  on  other  railroads  and  in  other  case.s  of  similar  work.  The  short 
time  available  necessitated  approximate  methods  such  as  this,  and  if  in  special  cases 
the  result  is  deficient,  it  must  be  said  again,  that  it  is  primarily  because  the  railway 
company  did  not  submit  suitable  plans  and  data  in  time  to  be  available  for  use. 

Trach. — The  estimation  of  the  quantities  of  the  various  items  entering  into  track 
is  based  on  the  notes  of  the  engineers,  showing  number  of  tiers  per  rail  length,  weight 
of  rail,  the  character  of  the  fastenings  and  average  amount  of  ballast  per  mile.  The 
length  of  auxiliary  tracks  was  determined  from  statements  submitted  by  the  railway 
company,  and  approximately  checked  by  the  inspecting  engineer.  The  ratio  of  the  total 
length  of  auxiliarj'  tracks  on  a certain  line  to  the  main  line  mileage  is  determined, 
and  that  x>er  cent  of  ties,  rail  and  fastenings  is  added  to  the  correct  amount  for  one 
mile  of  main  line  track,  making  allowances  for  any  different  weight  of  rail  in  auxiliary 
tracks.  The  number  of  frogs  and  switches  has  been  determined  from  the  number  of 
passing  tracks  and  auxiliary  tracks  and.  other  auxiliary  tracks  as  noted  by  the  engineer 
and  from  yard  plans  where  the  same  had  been  checked  by  the  engineer,  or  if  his  notes 
approximately  correspond  to  the  plan.  The  yard  plans  were  only  available  to  the 
inspecting  engineers  in  a few  instances.  They  were  entirely  lacking  in  the  central 
territory,  and  it  has  been  found  that  the  number  of  turn-outs  as  estimated  is  uniformly 
less  than  the  number  now  reported  b,y  the  railroad  company.  This  is  due  to  the  fact 
that  the  company  did  not  supply  us  with  plans  or  data  early  enough. 

The  roadlway  tools  are  estimated  on  the  basis  of  one  outfit  for  about  eight  miles 
of  track  in  general.  Some  slight  variance  was  made  from  this  basis  where  more 
definite  information  was  available,  but  in  general,  no  data  were  available  and  the  item 
was  too  small  to  deserve  any  particular  attention  under  the  circumstances. 

Fencing. — The  inspecting  engineer  noted  the  amount  of  each  line  fenced,  and  the 
character  of  the  fence.  Approximate  estimates  were  also  made  of  the  amount  of  snow 
fence  available,  which  at  the  time  of  inspection,  was  piled  along  the  right  of  way  in 
spots,  but  not  set  up.  In  general,  our  estimates  made  in  this  way  agree  fairly  close  with 
the  statements  submitted  later  by  the  railway  company.  The  number  of  cattle-guards 
was  determined  from  the  number  of  highway  crossings,  as  noted  by  the  engineer. 

Crossings  and  Signs. — The  number  of  crossings,  both  highway  and  farm,  was 
noted  by  the  inspecting  engineer,  and  the  amount  of  plank  in  the  crossing  determined 
from  standards  for  each  crossing,  it  having  been  determined  that  the  standard  was 
approximately  correct.  The  number  of  signs  of  various  kinds  has  been  determined 
somew'hat  arbitrarily  based  on  the  number  of  crossings,  miles,  bridges,  etc.,  it  having 
been  observed  that  the  proper  number  of  these  signs  for  these  various  purjmses  in 
general  existed.  Where  the.y  did  not  exist,  the  field  engineer  made  notes  concerning 
the  same  and  they  were  omitted. 

Interlocking. — Each  interlocking  plant  was  earefull.y  notetl  by  the  inspecting 
engineer,  together  with  its  general  character.  It  was  found  that  they  were  practically 
all  of  the  same  general  style  and  character.  The  plants  were  all  treated  on  the  same 
basis,  making  modifications  solely  on  account  of  the  angle  of  the  crossing  and  type  of 
the  crossing  frogs.  The  results  were  later  checked  with  information  supplied  by  the 
company. 

Telegraph  and  Telephone  Lines. — The  inspecting  engineer  made  suitable  notes 
concerning  the  telegraph  line,  showing  the  number  of  ixiles  per  mile,  number  of  wires, 
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whether  of  iron  or  copper,  and  other  special  features.  An  arbitrary  addition  of  10  per 
cent  was  made  for  instruments,  etc.,  this  being  based  on  previous  experience  and  more 
detailed  estimates,  covering  not  only  the  instruments  and  batteries  but  the  master 
batteries  at  terminals,  the  switchboard  apparatus  and  all  other  special  apparatus, 
also  the  special  cables  at  certain  stations,  extra  wire  and  wiring  at  stations. 

Station  Buildings  and  Fixtures.- — The  field  engineers  made  the  necessaiy  notes 
relative  to  all  station  buildings,  noting  them  by  classes  and  making  note  of  any  special 
features  which  were  observed  by  them.  They  also  noted  all  other  roadway  structures, 
such  as  tool-houses,  dwelling-houses,  etc.  The  railway  company  submitted  carefully 
prepared  statements  showing  all  structures  existing  along  all  lines,  which  statements 
enabled  us  in  some  oases  to  correct  apparent  omissions  in  the  notes  or  to  reconcile 
statements.  The  lists  from  the  railway  company,  however,  were  received  at  such  a 
late  date  (about  February  1)  that  they  were  not  of  as  much  help  as  would  have  been 
the  case  had  they  been  in  our  hands  during  the  inspection.  Cost  of  reproduction  of 
the  various  types  of  structures  in  different  parts  of  the  country  was  estimated  by  a man 
experienced  in  building  construction,  on  rather  a liberal  basis,  on  account  of  the  small 
amount  of  information  available  relative  to  foundations,  grading,  interior  finish,  and 
heating  appliances,  as  well  as  furniture  and  fixtures.  Since  these  estimates  were  made 
the  railway  company  has  submitted  data  relative  to  these  structures,  and  it  has  been 
found  that  our  estimates  are  from  10  to  25  per  .cent  higher  than  those  of  the  company; 
but  it  is  quite  possible  that  the  railway  figures  do  not  always  contain  items  of  freight, 
superintendence,  etc.,  and  also  their  figures  are  based  in  many  cases,  if  not  all,  on  cost 
figures,  and  the  buildings  were  constructed  at  a period  when  material  and  labour  were 
less  costly  than  at  a time  just  prior  to  the  war,  it  is  thought  that  prices  used  in  this 
estimate,  for  the  reasons  given,  should  be  higher  than  the  figures  given  by  the  railway 
company.  These  remarks  also  apply  to  general  office  buildings,  water  stations,  fuel 
stations  and  the  miscellaneous  structures.  Large  and  expensive  stations  or  structures 
were  examined  independently  and  carefully  and  in  most  cases  detailed  plans  were 
submitted  and  were  carefully  considered  by  the  architectural  engineer. 

Shops,  ]Yater  Stations,  Fuel  Stations,  etc. — The  field  engineers  made  as  careful 
inspection  as  time  permitted  of  these  structures,  noting  the  location,  the  general  charac- 
ter, and  such  detail  notes  as  were  necessary  to  make  a reasonable  estimate  of  cost. 
The  same  applies  to  all  miscellaneous  structures.  In  large  yards,  terminals  in  large 
cities,  where  there  are  numerous  structures  of  all  kinds,  inspection  was  made  on  foot, 
such  time  as  necessary  being  given  to  make  careful  notes  regarding  all  structures. 

Shop  Machinery  and  Tools. — Verj'  little  information  was  available  relative  to  shop 
machinery.  The  railway  officials  were  asked  in  November  to  submit  information  relat- 
ing to  this  item,  but  up  to  this  time  they  have  only  done  so  in  a few  cases.  \\  hen  data 
were  submitted  by  the  railway  company,  and  when  the  information  submitted  was 
judged  approximately  correct  by  the  inspecting  engineer,  the  figures  as  submitted 
were  adopted.  In  many  cases  in  the  West,  especially  where  no  information  was  avail- 
able, an  arbitrary  amount  has  been  included  in  the  estimate  for  this  item. 

Dock  and  YVharf  Property. — There  are  very  few  items  on  the  railway  coming 
under  this  heading.  They  have  been  inspected  by  the  field  engineer  and  notes  made 
of  the  same;  and  an  estimate  has  been  prepared  from  the  plans  submitted  by  the 
railway  company  as  checked  by  the  field  engineers. 


CONSTRUCTION  OF  THE  ESTIMATE. 

Our  estimate  of  cost  involves  two  things : the  quantity  of  each  item,  and  the  unit 
price.  Our  quantities  have  been  determined  in  the  manner  explained. 
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In  arriving  at  our  unit  prices,  numerous  sources  liave  been  consulted  and  con- 
sidered, such  as  contractors  on  this  road  and  other  roads,  opinions  of  men  experienced 
in  railroad  construction,  and  also  figures  used  in  numerous  other  valuations  and  reports, 
making  due  allowance  always  for  the  location,  the  geography  of  the  country,  character 
of  the  work,  etc.  Very  little  information  was  supplied  by  the  railway  ofiBcers  of  this 
nature  in  time  to  he  of  any  assistance  to  us,  although  they  were  repeatedly  urged  to 
submit  data  of  this  character.  The  unit  price  data  which  have  been  generally  used  with 
slight  modifications  is  annexed  to  the  report  as  an  appendix.^  Preparation  of  these  data 
had  the  careful  attention  of  the  chief  engineer,  and  was  checked  with  all  available  data 
and  discussed  with  several  of  the  assistants  most  qualified  in  such  matters,  and  was 
finally  approved  by  the  consulting  engineer  in  charge.  In  cases  where  the  divisional 
engineer  thought  that  modifications  should  be  made  in  the  general  prices,  he  was  per- 
mitted to  do  so  with  the  approval  of  the  chief  engineer  in  each  case.  It  is  quite  likely 
that  prices  used  are  at  variance,  on  certain  lines  or  in  some  localities,  with  actual 
prices  paid;  but  it  seemed  better  for  the  sake  of  uniformity  and  consistency  to  adhere 
to  what  had  been  considered  to  be  reasonable  and  fair  prices,  notwithstanding  such 
differences. 

In  order  to  adopt  a method  by  which  quick  results  could  be  obtained  and  at  the 
same  time,  a method  by  which  easy  comparisons  could  be  made,  and  also  the  liability 
of  error  eliminated  as  much  as  possible,  it  was  decided  to  make  an  estimate  of  each 
distinctive  line  on  a mileage  basis  and  this  unit  of  value,  for  convenience  called  a 
typical  unit,  was  then  applied  to  the  correct  mileage  of  the  line  in  question.  It  was 
possible  to  make  determination  originally  of  one  mile  of  many  items.  In  cases  where 
this  was  not  possible,  such  as  grading,  tunnels,  bridges,  stations,  etc.,  determination 
was  made  of  the  total  quantity  on  the  line  and  this  total  quantity  divided  by  the  mileage 
of  the  line  produced  the  average  amount  per  mile  which  appears  in  the  “ typical  unit  ” 
under  the  proi)er  classification  along  with  the  other  items  originally  determined  for 
one  mile,  and  thus  a proper  amount  per  mile  for  each  line  was  determined.  The  aux- 
iliary tracks  were  deteiTnined  to  be  a certain  per  cent  of  the  total,  and  in  each  case 
this  additional  per  cent  of  ohe  mile  has  been  taken  into  account  for  all  track  items, 
making  due  allowances  where  necessary  for  a different  weight  of  rail  in  the  auxiliary 
tracks.  Two  arbitrary  items  have  been  added  to  the  measurable  items  falling  under 
one  or  the  other  of  the  thirty  accounting  classifications,  which  are:  (a)  Maintenance 

and  temporary  work  during  construction;  (6)  solidification  and  adaptation  or  deferred 
construction.  The  first  of  these  items  has  been  estimated  at  $250  per  mile,  which  is 
based  on  figures  used  in  other  valuations  and  theoretical  estimates  of  this  cost.  Con- 
cerning (6),  the  amount  has  generally  been  taken  as  $200  plus  one-thirtieth  of  the  grad- 
ing, because  the  items  consist  of  track  items  which  are  nearly  constant  per  mile  and  of 
grading  and  drainage  items  which  vary  with  the  amount  of  same.  This  amount  has 
been  reduced  in  cases  where  very  little  work  coming  under  this  heading  appeared  to 
have  been  done  or  where  present  conditions  were  very  poor,  and  has  been  omitted 
entirely  in  some  instances,  such  as  on  new  lines. 

The  typical  unit  for  a line  having  been  thus  prepared,  a simple  multiplication  by 
the  mileage  of  the  line  produces  the  basic  value  of  the  said  line,  to  which  are  added 
the  overheads  on  the  percentage  basis,  thus  producing  the  final  estimate  of  the  cost  of 
reproduction. 

The  summary  for  each  line  is  made  on  a card  on  the  back  of  which  is  shown  the 
total  of  the  land  and  interest  separately,  and  also  the  depreciation.  The  cards,  about 
125  in  number,  show  complete  consolidated  information  for  the  entire  system,  and  are 
indexed  and  filed  in  a suitable  box. 

GK.NEIt.VL. 

The  field  in-pection  commenced  on  the  ICth  of  October,  1916,  and  was  substantially 
com|)lcte<l  D('cf-mli.r  21, 1916,  although  the  investigations  relating  to  land  values  have 

1 Net  printed. 
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continued  until  March  1.  At  the  same  time  that  the  field  inspection  was  going  on, 
assistant  engineers  were  at  work  in  the  main  office  making  profile  estimates  of  quan- 
tities, grading  and  bridging,  so  that  when  the  field  engineers  came  into  the  office,  these 
items  were,  in  most  cases,  ready  for  them.  The  entire  work  of  making  up  the  tyi^ical 
unit  for  each  and  every  line  and  estimating  the  special  features  has  been  accomplished 
in  about  six  weeks,  sn.y  from  January  1 to  February  15.  _ Since  the  latter  date,  work 
has  been  largely  consolidation,  reviewing,  cheeking,  and  consideration  of  a few  large 
special  items. 

The  railway  company  has  sent  representatives  to  the  office  to  make  comparisons  of 
our  results  with  their  figures,  and  to  discuss  matters  where  substantial  differences 
existed.  The  railway  company,  up  to  February  22,  has  not  submitted  any  statements 
of  original  costs  of  complete  lines  except  for  one  or  two  lines  east  of  Port  Arthur,  so 
that  comparisons  with  cost  figures  could  not  generally  be  made,  except  with  reference 
to  some  special  items.  It  appears  now,  that  the  work  is  iiractically  completed,  that 
the  railway  company  will  submit  cost  statements  for  most  of  the  lines.  It  cannot  be 
said  at  this  time  what  the  comparisons  with  such  statements  will  disclose.  During 
February  the  railway  company  has  submitted  many  statements,  covering  approximately 
two-thirds  of  the  lines,  which  give  the  quantities  of  most  of  the  measurable  items,  but 
sho  w no  unit  prices  or  original  costs.  The  overheads,  land,  and  some  other  items  are 
shown  for  a lump  sum.  On  some  of  these  lines  we  have  applied  the  same  unit  prices 
as  were  used  in  our  e.stimate  and  thus  made  a complete  estimate  out  of  the  railway 
company’s  incomplete  statement.  Where  comparisons  have  been  made  in  this  manner, 
taking  the  railway  company’s  estimate,  deducting  from  the  same  its  item  of  discount 
and  also  its  item  for  interest,  and  then  applying  the  same  amount  for  interest  as  used 
in  our  estimate,  it  has  been  found  that  there  are  very  slig'ht  differences  between  the 
estimates  in  general.  The  following  items  are  generally  higher  in  the  railway  com- 
pany’s estimates,  either  expressed  in  dollars  or  in  quantities,  than  our  estimates.  Land, 
trestle  timber,  switches,  farm  gates,  rail,  ties,  fastenings,  ballast  and  interest.  Our 
estimates  are  generally  higher  than  the  railway  company’s  figures  in  grading,  build- 
ings and  engineering.  Our  higher  grading  figure  and  lower  trestle  timber  figure  is 
probably  accounted  for  by  numerous  bridges  having  been  filled  in  since  the  railway 
company’s  figures  were  made,  which  in  most  cases,  are  construction  figures.  Our  lower 
figures  in  rail,  ties,  etc.,  are  partly  due  to  the  railway  company  including  industrial 
spurs  in  its  statement,  and  generally  our  auxiliary  track  figures  are  slightly  lower  than, 
those  now  shown  by  the  railway  company.  Though  there  is  not  much  difference 
regarding  ballast,  \ve  believe  that  the  railway  company’s  figures  are  purely  estimates, 
and  that  it  has  been  entirel.v  too  liberal  in  making  such  estimates;  at  least,  it  is  the 
opinion  of  our  engineers  that  there  is  not  nearly  that  amount  of  ballast  on  any  of  these 
lines  as  claimed  by  the  railroad  company.  It  is  possible  that  the  amount  claimed  has 
been  put  on  at  some  time  or  other  and  much  of  it  disappeared  as  ballast,  having  become 
incorporated  in  the  road  bed,  in  which  case  we  have  covered  it  by  our  item  termed 
“ solidification.” 


CONCLUSION. 

My  thanks  are  due  to  Sir  Henry  Drayton  for  much  information  and  help,  and  for 
his  interest  in  the  matter;  also  the  staff  of  engineers  and  assistants  who  have  worked 
hard  and  faithfully.  The  Department  of  Railways  and  Canals  detailed  an  inspecting 
engineer  to  assist  us,  who  gave  us  much  information  relative  to  unit  costs  and  costs 
of  certain  lines,  and  our  thanks  are  due  them  for  this  waluable  assistance. 

Very  truly. 


Wil.  II.  CHADBOURM. 
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Prof.  G.  F.  Sw.LiN^ 

in  Charge  of  Valuation 

Commission  of  Inquiry  into 

Eailways  and  Transportation, 

Ottawa,  Out. 

Comparison  of  Physical  Values 'of  Canadian  Northern  Pailway  and  Canadian  Pacific 
Railway  between  Kamloops  and  Vancouver. 

I beg  leave  to  submit  the  following  report  comparing  the  Canadian  Pacific  line 
and  the  Canadian  Northern  line  between  Kamloops  and  Vancouver. 

Inspection  of  the  portion  of  the  Canadian  Northern  and  Canadian  Pacific  between 
Kamloops  and  Vancouver  was  made  October  30  to  November  3,  1910,  and  December 
15  and  December  17,  1916,  respectively. 

Field  work  on  the  Canadian  N’orthern  Railway  was  done  from  an  inspection 
motor  with  ample  opportunity  to  stop  at  pleasure.  Complete  iirofiles  showing  details 
of  pay  quantities  of  material  and  notes  of  other  items  were  at  hand. 

The  Canadian  Pacific  railway  was  inspected  from  the  rear  end  of  regular  trains. 
The  profiles  furnished  having  full  information  bf  tracks,  etc.,  but  no  quantities  of 
materials  in  grading  or  bridging  shown. 

Basis  of  Comparison. — In  making  the  comparison  of  the  roads,  the  terminal  pro- 
perties, yards,  docks,  etc.,  at  Port  Mann  and  Vancouver,  as  well  as  both  railway  com- 
pany's properties  and  yards  at  Kamloops  have  been  excluded. 

At  North  Bend  where  the  Canadian  Pacific  own  a hotel  and  practically  all  of  the 
town  and  buildings  in  it,  only  the  yard  proper  and  buildings  which  can  strictly  speak- 
ing be  called  railway  structures,  have  been  taken  into  account. 

C.P.B.  Route. — From  Kamloops  going  west  the  Canadian  Pacific  Railway  follows 
the  south  side  of  the  Thompson  river  to  the  junction  of  this  river  with  the  Fraser 
river  at  the  town  of  Lytton,  and  for  six  miles  is  on  the  south  side  of  the  Fraser  river 
before  it  makes  its  only  crossing  to  the  north  side,  down  which  it  runs  to  within  24 
miles  of  Vancouver.  The  line  then  works  over  to  the  south  arm  of  Burrard  inlet  at 
Port  Moody,  which  was  the  original  terminus  of  the  road.  From  Port  Moody  the 
south  shore  of  the  inlet  is  followed  into  Vancouver. 

The  alignment  of  the  Canadian  Pacific  Railway  has  a very  large  percentage  of 
curvature  with  a maximum  of  11°  30  foot  curves,  which  maximum,  however,  is  used 
only  in  a few  places. 

The  track  at  Kamloops  is  t,050  feet  in  elevation  above  that  at  Vancouver,  and 
although  the  railway  is  following  a watershed,  there  are  a number  of  adverse  grades 
going  west  with  a maximum  grade  in  that  direction  of  1-1  per  cent  uncompensated, 
while  eastbound  the  maximum  grade  is  1-3  per  cent  uncompensated. 

C.N.R.  Route. — The  Canadian  Northern  Railway  general  route  from  Kamloops 
west  is  the  same  as  the  Canadian  Pacific,  following  the  Thompson  and  Fraser  rivers 
to  its  terminus. 

At  Kamloops  after  crossing  the  North  Thompson  river  it  is  on  the  north  side  of 
the  Main  Thompson  river  and  crosses  or  recrosses  it  seven  times  before  its  junction 
with  the  Fraser,  at  Lytton  where  the  railway  is  on  the  south  side. 

Where  the  Canadian  Northern  is  on  the  south  or  same  side  as  the  Canadian 
Pacific  it  is  between  that  road  and  the  river,  and  in  elevation  somewhat  lower. 

Half  a mile  west  of  Lytton  it  crosses  to  the  north  side  of  the  Fraser  river,  and 
after  following  that  side  for  five  miles  crosses  to  the  south  side  by  a high  crossing  of 
the  river  and  an  overhead  crossing  of  the  Canadian  Pacific  Railway.  Immediately 
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below  this  point  the  Canadian  Pacific  has  crossed  to  the  north  side,  and  from  here 
west  the  Canadian  Northern  runs  on  the  south  bank  to  Port  Mann  while  the  Canadian 
Pacific  follows  the  north. 

Port  Mann  is  the  terminus  of  the  road  owned  by  the 'Canadian  Northern  Eailway, 
but  they  have  running  rights  over  the  Great  Northern  Eailway  and  the  Dominion 
Government  Fraser  Eiver  bridge  over  Fraser  Eiver  Junction  into  Vancouver,  and  use 
the  Great  Northern  station  in  Vancouver. 

There  is  now  under  construction  at  Vancouver  by  the  Canadian  Northern  Eailway 
a station  and  yard  facilities  which  will  not  be  finished  for  some  time,  and  no  arrange- 
ments have  been  completed  for  their  own  track  from  Port  JIann  to  Vancouver. 

The  alignment  of  the  road,  although  having  probably  nearly  as  much  curved  track 
as  the  Canadian  Pacific  Eailway,  is  of  considerably  flatter  curvature,  making  the  total 
angle  of  curves  much  smaller.  The  maximum  degi-ee  of  curve  is  eight  degrees. 

Going  west  there  are  no  adverse  grades  except  small  velocity  grades  which  can  be 
neglected.  Eastbmmd  the  maximum  grade  is  0-40  per  cent  compensated. 

In  general  the  ground  traversed  by  the  two  railways  might  be  considered  the  same. 

General  Comparison  of  Bovte. — Where  the  roads  are  on  opposite  sides  of  river, 
on  the  whole,  the  work  would  have  the  same  quantities  of  material  for  equal  alignment 
and  gradient,  although  for  short  distances  one  is  on  a bench  with  lighter  work  neces- 
sary than  that  on  the  opposite  side.  This  condition  is  reversed  in  the  next  stretch 
and  about  balances. 

Both  cover  approximately  an  equal  length  of  flat  ground  where  work  of  grading 
is  light. 

The  Canadian  Northern  Eailway  along  the  Thompson  river,  where  it  is  on  the 
same  side  as  the  Canadian  Pacific  Eailway,  crossed  to  avoid  particularly  heavy  grad- 
ing and  did  the  bridging  to  get  the  less  rugged  side  of  the  valley. 

General  Comparison  of  Roadway. — The  general  alignment  of  the  Canadian  Nor- 
thern Eailway  being  of  flatter  curves,  necessitated  having  the  line  located  further 
into  the  side  hill  and  consequently  had  heavier  grading  than  if  located  with  the 
sharper  curves  used  on  the  Canadian  Pacific  Eailway.  Also  the  lighter  gradient  used 
and  no  use  of  adverse  grades  made  the  work  heavier  than  if  the  same  grades  as  those 
of  the  Caandian  Pacific  Eailway  had  been  employed. 

With  the  exception  of  some  timber  cribbing,  three  small  trestles  and  a few  wooden 
culverts,  the  Canadian  Pacific  has  all  road  bed  structures  now  built  of  a permanent 
character,  that  is  to  say,  of  steel,  concrete  or  stone  masonry. 

The  Canadian  Northern  Eailway  has  considerable  length  of  wooden  trestles,  some 
timber  cribs  and  culverts. 

Typical  Unit  Sheet. — Appended  is  typical  unit  of  each  road  showing  per  mile 
value  of  each  accounting  item. 

Unit  Prices. — In  making  up  valuation  for  each  line,  where  the  items  were  of  the 
same  kind  and  character,  equal  unit  prices  were  used  for  both,  where  items  varied  in 
kind,  prices  as  far  as  possible  were  based  on  equal  conditions. 

Length  of  Track. — The  length  of  the  lines,  as  compared,  are:  Canadian  Northern 
Eailway,  243-7;  Canadian  Pacific  Eailway,  250-5. 

The  latter  from  Kamloops  station  to  Vancouver  station.  The  Canadian  Northern 
Eailway  from  Kamloops  station  to  Port  Mann  at  Fraser  Eiver  Junction,  which  is 
the  end  of  this  road  and  junction  with  the  Dominion  Government  railway  bridge 
across  the  Fraser  river  at  New  Westminster.  It  is  14-0  miles  from  this  point  to  Van- 
couver over  the  Great  Northern  Eailway,  making  the  distance  Kamloops  to  Vancouver 
257-7  by  the  Canadian  Northern  Eailway. 
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The  Canadian  Northern  Eailway  has  22-55  miles  or  9-25  per  cent  of  auxiliary 
tracks,  while  "tl'e  Canadian  Pacific  Railway  has  50-!76  miles  or  20-2G  per  cent  of 
auxiliary  tracks,  and  89-97  miles  or  35 -OS  per  cent  of  double  tracking,  8 miles  of 
which  is  out  of  Kamloops  and  81  miles  out  of  Vancouver. 

T.U.  (2). 

Bight  of  Way  and  Station  Grounds. — Each  has  about  the  same  area,  but  that  of 
the  Canadian  Pacific  is  probiably  worth  more;  the  immediate  territory  being  better 
developed,  so  10  per  cent  more  has  been  allowed  the  Canadian  Pacific. 

T.U.  (4). 

Clearing  and  Grubbing. — These  items  are  the  same  for  each  road,  the  character 
of  timbered  country  being  alike. 

Excavation  and  Emhanhmcnt. — Having  no  actual  pay  quantities  on  the  Canadian 
Pacific  Eailway  the  comparison  is  made  in  reference  to  the  Canadian  Northern  Eail- 
way, which  averaged  81,600  cubic  yards  per  mile. 

Dividing  the  ground  into  three  classes  of  grading,  light,  heavy,  and  very  heavy, 
and  assuming  the  two  roads  traverse  the  same  percentage  of  each,  and  that  in  each 
case  for  simple  track  grading  the  light  and  heavy  work  are  the  same  yardage  per  mile 
but  that  the  very  heavy  work  on  the  Canadian  Pacific  Railway  is  two-thirds  of  yardage 
per  mile  of  the  Canadian  Northern  Eailway,  and  that  the  Canadian  Pacific  double 
track  is  110  per  cent  in  quantities  of  the  heavy  work  and  the  auxiliary  track  grading 
in  quantities  is  126  per  cent  of  light  work,  we  have  about  the  same  quantities  per 
mile  thus: — ■ 


Class  of  Grading  for 
Ground  Traversed. 

Canaoi.v.v  Nobtheex  Railway. 

CANAniAN  Pacific  Railway. 

Per  cent 
of  line. 

At  yards 
per  mile 
single 
track. 

Amount  cubic 
yards. 

Per  cent 
of  line. 

At  yards 
per  mile 
single 
track. 

Amount  cubic 
yards. 

Light 

15 

16,000 

2,400 

16 

16,000 

2,400 

Heavy 

25 

48,000 

12,000 

25 

48,000 

12,000 

Very  heavy 

CO 

109,000 

65,400 

60 

72,600 

4.3,600 

100 

79,800 

100 

58,000 

36 

52,800 

Auxiliary  track 

9 

20,000 

1,800 

20 

20,000 

iiooo 

81,600 

81,000 

cu.  yds.  per  mile. 

CU.  yds.  per  mile. 

Retaining  Wall  and  Crib. — In  the  Canadian  Northern  Railway,  12  per  cent  of 
this  item,  or  $35  per  mile,  is  wooden  cribs,  and  the  balance  is  retaining  wall  either 
of  dry  masonry  or  concrete.  This  item  will  be  very  much  increased  when  the  present 
wooden  trestles  are  replaced  with  permanent  work. 

The  Canadian  Pacific  amount  is  very  heavy  on  account  of  the  line  having  been 
located  “out  in  the  air”  instead  of  well  into  the  side  hill — 5 per  cent  of  the  amount, 
or  about  $200  per  mile,  is  cribbing;  these  cribs  are  mostly  deflection  cribs  at  the 
water’s  edge  to  divert  the  current  from  embankments. 

T.U.  (5). 

Tunneh. — The  Canadian  Pacific  Railway  have  twenty-nine  tunnels  in  all;  twenty- 
eight  are  through  solid  rock,  one  of  which  is  a parallel  one  for  double  track;  six  of 
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these  are  concrete  or  masonry  lined,  and  two  timber  lined.  One  is  a dirt  tunnel, 
masonry  and  concrete  lined.  Total  length  of  tunnelling  is  10,639  feet. 

There  are  thirty -four  tunnels  on  the  Canadian  Northern  Railway,  two  through 
dirt,  and  timber  lined,  and  the  others  through  solid  rock,  seven  of  which  are  full 
timber  lined  and  eight  partly  timbered.  The  total  length  is  19,464  feet,  or  S3  per  cent 
more  length  than  the  Canadian  Pacific  Railway. 

T.U.  (6). 

Bridges. — The  Canadian  Northern  Railway  have  10,668  feet  of  steel  bridges,  all 
on  concrete  piers  and  abutments,  640  feet  of  wooden  Ilowe  truss  spans  on  pile  and 
crib  piers.  This  bridging  is  mainly  made  up  of  the  crossings  of  the  Thompson  and 
Fraser  rivers;  in  all  nine  crossings. 

The  steel  bridges  on  the  Canadian  Pacific  Railway  have  a less  total  length  than 
on  the  Canadian  Northern  Railwa.v,  being  7,882  line.al  feet;  most  of  them  are  on 
stone  masonry  piers  and  ab|Utments,  only  a few  having  concrete  substructures;  over 
half  are  double-track  structures.  There  is  one  crossing  of  the  Fraser  river,  but  the 
heaviest  structure  is  a double-track  bridge  of  thirteen  spans,  with  one  swing,  across 
the  Pit  river.  Besides  the  steel  bridges  there  are  three  stone  arches  of  81-,  54-,  and 
30-foot  spans. 

Trestles. — There  are  31,380  feet  of  trestles  on  the  Canadian  Northern  Railway, 
mostly  crossing  small  ravines,  but  are  grasshoppers,  replacing  what  will  eventu- 
ally be  fills  with  retaining  wall. 

This  is  the  main  item  which  takc5  from  the  permanency  of  the  Canadian  Northern 
railway  line  as  compared  with  the  Canadian  Pacific  Railway,  and  to  make  it  favourably 
comparable  to  that  road  will  increase  the  retaining  wall  item  materially  and  further 
increase  steel  bridges. 

Trestles  on  the  Canadian  Pacific  railway  are  a very  unimportant  item,  consisting 
of  only  five  small  structures  with  a total  length  of  58,5  lineal  feet;  three  of  these  are 
constructed  of  creosoted  timli|er  and  piles. 

Culverts. — About  half  this  item  on  the  Canadian  Northern  is  for  cedar  box  cul- 
verts for  smaller  drainages.  The  balance  is  for  concrete  culverts  and  tunnels  in  solid 
rock,  driven  under  the  roadway  for  the  heavier  drainage.  This  item,  to  compare  with 
the  Canadian  Pacific  Railway  for  permanency,  would  be  increased  considerably;  partly 
in  replacing  wooden  culverts  but  largely  for  drainage  where  some  present  trestles  would 
be  filled. 

The  Canadian  Pacific  Railway  culvert  item  has  about  7 per  cent  for  wooden  boxes, 
a great  number  are  track  ballast  boxes,  and  a very  few  culverts  through  the  dump.  A 
considerable  part  of  the  drainage  is  taken  care  of  by  stone  or  concrete  arches  and  there 
are  a lot  of  rail  concrete  culverts,  besides  concrete  boxes,  stone  boxes,  concrete,  iroir 
and  tile  piping. 

The  total  item  for  bridges,  made  up  of  spans,  trestles  and  culverts,  is  larger  on  the 
Canadian  Northern  railway  on  account  of  the  number  of  main  river  crossings  and 
eventually  will  have  to  be  considerably  increased. 

T.r.  7-8-9-10  and  12. 

The  items  for  ties,  rails,  frogs  and  switches,  track  fastening  and  track  laying 
which  may  all  be  treated  with  the  same  comment,  are  greater  on  the  Canadian  Pacific 
railway,  mainly  because  of  .36  i>er  cent  of  double  and  10  per  cent  more  auxiliary  tracks, 
but  partly  by  the  fact  that  75  per  cent  of  the  Canadian  Pacific  railway  of  main  line 
track  is  85-pouud  and  the  balance  80-pound  against  the  Canadian  Northern  railway 
all  SO-pound  track.  The  Canadian  Pacific  auxiliary  track  is  56-pound  or  60-pound  rail, 
while  the  Canadian  Northern  railway  is  almost  all  80-pound. 

T.U.  (11). 
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The  ballast  on  the  Canadian  Northern  railway  has  as  many  yards  per  mile  as  the 
Canadian  Pacific  railway,  but  the  latter  is  largely  increased  by  the  greater  length  of 
subsidiary  tracks  and  80  miles  of  double  track  rock  ballast. 

T.U.  (13). 

The  Canadian  Pacific  has  a larger  equipment  of  roadway  tools. 

T.U.  (14). 

Each  road  is  about  50  per  cent  fenced,  but  the  Canadian  Northern  Eailway  have 
a few  more  gates,  and  this  increases  their  amount. 

T.U.  (15). 

Crossings  and  signs  with  the  Canadian  Pacific  railway  is  greater  because  they 
have  three  subway  road  crossings,  while  the  Canadian  Northern  railway  have  none. 
T.U.  (16). 

In  interlocking  and  other  signal  apparatus,  the  Canadian  Northern  Railway  has 
a diamond  crossing  with  interlocking  plant  with  the  British  Columbia  Electric  Rail- 
way, and  the  Canadian  Pacific  Railway  are  the  senior  road  in  the  only  level  crossing 
they  make  with  the  Great  Northern  Railway. 

T.U.  (17). 

The  Canadian  Pacific  Railway  have  either  three  or  four  cross-arms  on  their  tele- 
graph line  with  11  to  29  iron  wires  and  two  copper  wires,  against  the  Canadian 
Northern  Railway’s  one  cross-arm  with  two  iron  wires. 

T.U.  18-19-20-21-22-23-31. 

Buildings  and  various  structures  on  the  Canadian  Pacific  Railway  are  somewhat 
more  complete  and  greater  in  number,  accounting  for  the  larger  amounts  in  station 
buildings  and  the  balance  of  the  typical  units. 

Maintenance  of  temporary  work  during  construction  are  on  each  road  the  same, 
hut  for  solidification  and  adaptation  the  Canadian  Pacific  Railway,  being  more 
matured,  is  counted  higher. 

Overhead.- — If,  for  purposes  of  reproduction  value,  the  conditions  of  construction 
are  considered  the  same,  overhead  charges  need  not  be  compared  as  they  would  be 
proportional. 

Conclusion. — No  account  is  taken  of  depreciation  on  either  road,  although  that 
of  the  Canadian  Pacific  Railway  would,  in  some  items,  be  considerably  more  than  the 
Canadian  Northern  Railway,  particularly  in  buildings;  it  would  be  largely  offset  by 
their  bed  and  track  being  kept  up  in  excellent  condition  and  their  roadbed  structures 
being  of  substantial  character.  On  the  whole,  there  would  be  no  material  difference 
between  them. 

As  to  their  total  physical  reproduction  value,  by  the  accompanying  estimate  it 
would  appear  the  Canadian  Pacific  Railway  is  greater  by  some  $7,022  per  mile,  or 
7 per  cent.  This  excludes,  as  before  noted,  terminal  properties,  etc.,  which  on  the 
Canadian  Pacific  Eailway  are  very  comprehensive. 

Operating  feature.s. — The  oi)erating  features  have  not  been  gone  into,  but  if  this 
were  done  the  main  considerations  would  be  the  advantages  of  the  Canadian  Northern 
Railway  has  of  no  adverse  grades  westbound,  a lighter  ruling  grade  eastbound,  less 
total  elevation  to  overcome  and  less  and  flatter  curvature;  while  the  Canadian  Pacific 
Railway  has  the  advantage  -with  30  per  cent  of  doube  track  line,  some  better  ballast, 
partly  heavier  rail  and,  consequently,  better  track,  the  roadbed  more  consolidated,  and 
better  facilities  for  doing  business. 

The  lack  of  detailed  information  of  quantities  of  material  moved  in  grading  and 
particulars  of  substructures  in  bridging  on  the  Canadian  Pacific  Railway  and  the 
hurried  inspection  on  that  road  as  well  as  the  short  time  available  for  computations, 
makes  the  comparison  lack  the  finality  one  would  desire. 

Respectfully  submitted, 


March  10,  1917. 
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C.  S.  Gzowski. 
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Commission  of  Inquiry  into  Railways  and  Transportation. 

TYPICAL  unit. 

C.  P.  R.  and  C.  N.  R.,  Kamloops  and  Vancouver. 


C.P.R. 

2.0-50 

miles 

35-93% 

20-26% 

3,573 


54,454 

4,169 


10,571 


2,308 

7,747 

153 


2,049 

3,553 

1,146 

82 

372 

270 

26 

755 

529 


250 

51 

289 

151 

924 

250 

1,630 


95,252 


Note. — Where  details  are  not  shown,  they  may  be  found  in  detail  book. 


Single  Track 
Main  line 


Double  track  . . . 
Auxiliary  track. 


Right  of  way  and  station  grounds. 
Real  estate  


C.N.R. 

C.l’.R. 

.8  8 

1,544 

1,544 

49,l(i0 

49,160 

291 

3,7.50 

8,492 

2,230 

66 

1,090 

2,013 

per  ton. 


= 8 


Grading : 

Clearing  and  grubbing 

Grading  (except  retaining  walls)..  . . 

Cribbing,  retaining  walls,  etc  

Tunnels 

Bridges 

Trestles  

Culverts,  pipes  and  drains,  etc 

Ties  per  mile  at 

Bridge  ties  iU. B.M.  at 

Switch  ties  turnouts  at.  . 

Rail  ( jK)unds)  tons  at  S 

Frogs  and  switches 

Track  fastenings  and  otlier  material — 

% A bars  at  § -per  mile 

% lx)lts  at  8 per  mile 

Spikes  ties  at  pounds 

j)er  tie=  cwt.  at  8 per  cwt.  =8 

Tie.  plates  per  mile  at  each  = $ 

Ballast  cubic  yards  per  mile  at  per  cubic  yard  in  ])lace 

Track -laying  and  surfacing  per  cent  of  a mile  at  $ per  mile, 

plus  (for  laying) of  a turnout  at  8 each 

Roadway  tools,  1 outfit  at  S divided  by 

Fencing— right  of  way  fence  miles  at  per  mile 

Crossings  and  signs 

Interlocking  and  other  signal  a])paratus  per  cent  station  semaphore  at  . . 
Telegraph  and  telephone  lines — 1 mile  at  8 plus  per  cent  for 

instruments,  etc 

Station  buildings  and  fixtures *. 

General  office  buildings 

Shops,  etc : ' 

Shop  machinery 

Water  .stations 

Fuel  stations 

Miscellaneous  structures 

Maintenance  and  temporary  work  during  construction 

Solidification  and  adaptation  or  deferred  constructicn  : C.N.R.  200  plus  1/60 
grading:  C P.R.  200  plus  1/30  grading 


Total 


C.N.R. 

243-73 

miles 


9-25% 

S 

3,24S 


50,095 

7,288 


12,929 


1,705 

5,536 

69 


1,040 

1,732 

751 

21 

403 

29 

19 

307 

267 


139 

41 

255 

4 

118 

250 

1,024 

88,230 


Comparison  between  the  following  lines : — 

1.  C|P.R.,  Saskatoon — Macklin. 

2.  C.N.R.,  Saskatoon — Munson  Junction. 

3.  C.N.R.,  Warman — Vermilion. 

4.  G.T.P.,  Biggar — Battle  River. 


Note. — Grades  are  actual,  not  virtual. 


Line  No. 

C.P.R. 

C.N.R. 

C.N.R. 

G.T.P. 

1 

2 

3 

4 

Number  of  tracks 

. . . 1 

1 

1 

1 

Length  of  road  in  miles 

. ..  161.7 

303.5 

206.5. 

150.0 

Auxiliary  track,  per  cent  of  main  line 

. ..  23.2 

10.3 

11.6 

17.6 

Cost  per  mile 

$22,125 

$27,664 

$39,681 

Grades,  westbound 

. . . 1.0 

1.0 

0.75 

0.5 

“ eastbound. . . 

. . . 1.12 

1.0 

0.5 

0.4 

G.R.B.,  March  8,  1917. 
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Comparison  between  the  C.P.R.  ami  C.N.R.  and  G.T.P.  between  Winnipeg  and  Brandon. 
In  all  cases  the  Winnipeg  and  Brandon  terminals  and  Portage  la  Prairie  land  are  omitted. 
The  C.P.R.  is  double  track,  the  C.N.R.  and  G.T.P.  are  single  track. 


Note. — Grades  are  actual,  not  virtual. 

Number  of  tracks 

Length  of  road  in  miles 

Auxiliary  track,  per  cent  of  main  line 

Cost  per  mile 

Grades,  westbound 

“ eastbound 

G.R.B.,  March  8,  1917. 


C.P.R. 

2 

133.0 

15.25 

$45,353 

1.75 

0.771 


C.N.R. 

1 

1?5.7 

11.0 

$26,205 

0.9 

0.9 


G.T.P. 

1 

129.4 

22.2 

$37,910 

0.7 

0.92 


SUMMARY  OF  COMPARISONS. 


Canadian  Northern  Railway. — Capreol-Current,  593  miles  (including  yard,  tunnel, 

shop  and  machinery).  Grade:  0.4  eastbound,  0.6  westbound $34,816  00 

Canadian  Northern  Railway, — Nipigon-Current,  69  miles  (including  yards,  tunnel, 
shops  and  machinery).  Grade:  0.4  eastbound,  0.6  westbound.  Sidings,  4.8 

miles,  107  per  cent 38,645  00 

Canadian  Pacific  Railxoay. — Nipigon-Current  (Nipigon  subdivision),  65  miles — 
including  allowance  per  mile  for  complete  yard  at  Chapleau ; double  track, 

6 miles,  9.3  per  cent.  Sidings,  14.3  per  cent.  Grade,  1 per  cent 45,460  00 

Canadian  Pacific  Railway. — Mile  20-40  (Nipigop  subdivision),  20  miles — Including 
allowance  per  mile  for  Chapleau  yard  double  track,  13  miles,  65  per  cent. 

Sidings,  3.25  miles,  16.2  per  cent 60,048  00 

Average  of  above  sections  of  Canadian  Pacific  Railway ; 52,754  00 

Note  : — 

Canadian  Northern  Railway. — Capreol-Current,  593  miles,  sidings,  52.9 

miles 8.9% 

Canadian  Pacific  Railway. — Sudbury-Current,  550  miles;  double  track, 

168  miles 30.5% 

Sidings,  110  miles 20% 


SUMMARY  OF  COMPARISON — C.P.R.  and  C.N.R.  SUDBURY  AND  CAPREOL  TO  CURRENT. 

Field  Inspection  by  T.  S.  Armstrong.  Grades — C.P.R.  1%. 

C.N.R.  0.4%  eastbound,  0.6%  westbound. 


. 

Ehtimatei)  Cost  op  Re- 
PKODUcfioN  PEii  Mile. 

C.N.R. 

C.P.R. 

Nipigon-Currcnty  69  miles — 

$ 

$ 

Single  track,  auxiliary  track,  7 per  cent 

Nipigon-Current,  65  miles — 

Double  track,  9' 3 percent 

46,154 

69,061 

C.P.R.,  Mile  Post  20-40— ‘ 
Nipigon  Subdivision— 

Double  track,  65  j)er  cent 

Auxiliary  track,  16 '2  per  cent 

Capreol-Current,  593  miles — 

78,045 

Single  track.  Auxiliary  track,  8‘9  i>er  cent 

Sudbury-  Current,  550  miles — 

Double  track,  30  5 miles 
Auxiliary  track,  20  per  cent 

4,5,26.4 

Average  of  above  two  sections  of  C.P.R 

68,426 

In  the  above  estimate  allowance  is  made  for  yard  trackage  and  facilities,  .shops, 
shop  machinery,  etc.,  in  both  cases. 
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SUMMARY  OF  COMPARISON  OF  C.P.R.  AND  C.N.R.,  TORONTO-SUDBURY  AND  CAPREOU 

FieUi  inspection  by  A.  H.  N.  Bruce.  Grades:  C.P.R.  0.5%  max. 

C.N.R.  1.0%  max. 


Toronto — Capreol  C.N.R. — 

Single  track,  auxiliary  track,  9%. 

Toronto — Romford  Junction  C.P.R. — 
Single  track,  auxiliary  track,  2fi% 


Estimated  cost  of 
reproduction  per  mile. 

$38,498 

$61,953 
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APPENDIX  B. 

Examination  of  Mr.  E.  J.  Chamberlin  of  the  Grand  Trunk  and  Grand 
Trunk  Pacific  Railways,  at  Montreal,  on  February  24,  1917. 


(Extracts  from  shorthand  report.) 

E.  J.  Chamberlin,  sworn  and  examined : 

Sir  Henry  Drayton  : Mr.  Chamberlin,  you  have  been  asked  to  prepare  a state- 
ment of  the  money  required  to  keep  things  going,  or  an  estimate  of  performances. 
Have  you  that  statement  prepared? 

Mr.  Chamberlin:  This  statement  I produce  was  made  up  by  our  Auditing 
Department. 

Sir  Henry  Drayton  : This  statement  is  an  estimate  merely  ? 

Mr.  Chamberlin:  Yes. 

Sir  Henry  Drayton  : Which  has  'been  prepared  for  you,  according  to  your  instruc- 
tions, for  ten  years,  by  your  Audit  Department? 

Mr.  Chamberlin  : Yes. 

Sir  Henry  Drayton  : The  first  column  shows  “ Total  Interest  on  Outstanding 
Bonds.”  That  is  as  they  now  are?  ^ 

Mr.  Chamberlin:  Yes. 

Sir  Henry  Drayton  : The  second  column  is  headed  “ Less  Interest  on  Three 
per  cent  Bonds,  Mountain  Section,  Payable  by  the  Government  ” ? 

Mr.  Chamberlin  : That  is  correct. 

Sir  Henry  Drayton:  The  total  amount  of  interest  the  Government  ought  to  pay, 
according  to  that  column,  is  $9,930,000? 

Mr.  Chamberlin  : Yes. 

Sir  Henry  Drayton  : The  total  bond  interest  payable,  as  shown  in  the  next  column, 
coupled  with  the  second  column,  will  correspond  with  the  total  shown  in  the  first 
column  ? 

Mr.  Chamberlin:  Yes. 

Sir  Henry  Drayton  : The  fourth  column  shows  “ Interest  on  Government  Loans 
to  December  31,  1910  ” ? 

Mr.  Chamberlin  : It  does. 

Sir  Henry  Drayton  : That  is  computed,  I assume,  on  all  Government  loans  over 
and  above  the  bonds  already  referred  to? 

Mr.  Chamberlin  : Yes.  Those  are  different  loans  we  had. 

Sir  Henry  Drayton:  You  do  not  know  about  the  details? 

Mr.  Chamberlin:  No,  I do  not. 

Sir  Henry  Drayton  : This  statement  was  just  prepared  for  you  ? 

Mr.  Chamberlin;  Yes. 

Sir  Henry  Drayton:  The  next  column  is  headed  “Interest  at  6 per  cent  on 
amount  required  to  meet  Deficits,  and  for  Cajfital  Expenditure.”  What  does  that 
really  mean? 

Mr.  Chamberlin;  That  means  the  deficit  each  year  over  Operating  Expenses 
and  Interest,  and  interest  has  been  charged  on  it.  For  instance,  the  total  require- 
ments for  the  year  1917,  as  shown  in  the  top  line  of  the  statement,  amount  to 
$5,809,000.  Interest  has  been  charged  on  that  into  next  year. 
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Sir  Henuy  Drayton  : It  keeps  accumulating,  then,  from  year  to  year. 

There  is  a footnote  to  the  statement  which  says:  “From  the  above,  it  would 
appear  that  we  will  requii'e  to  raise  loans  amounting  to  $65,887,110  to  carry  the  prop- 
erty to  December  31,  1926,  but  if  requirements  on  Capital  and  Deficit  Account  were 
furnished  by  the  Dominion  Government  without  interest,  the  amount  required  would 
be  $32,145,0001’ 

Mr.  Chamberlin  : More  than  one-half  of  it  is  interest  on  advances  that  will  be 
made  in  the  future. 

Sir  Henry  Dr.ayton:  We  really  find  a difference  in  this  $18,000,000  plus  column? 

Mr.  Chamberlin:  I will  let  Mr.  Ardley  explain  that. 

Mr.  Ardley  : That  big  interest  really  represents  paying  interest  on  interest. 

Mr.  Chamberlin:  Interest  on  Advances  from  year  to  year.  We  must  bear  in 
mind  that  it  is  simply  guesswork.  One  cannot  tell  how  the  country  is  going  to 
develop,  or  how  much  the  railway  is  going  to  earn. 

Sir  Henry  Drayton:  What  percentage  of  increase  do  you  allow? 

Mr.  Ardley:  Mr.  Rosevear  got  that  statement  up.  We  have  a supplementary 
statement  which  you  may  use  to  work  on. 

Mr.  Chamberlin:  I thought  you  were  going  to  give  all  that  downstairs? 

Mr.  Ardley  : We  had  not  reached  that  point. 

Sir  Henry  Dilayton  : Are  you  satisfied  that  this  is  a fair  estimate,  Mr.  Cham- 
berlin ? 

Mr.  Chamberlin  : I think  so.  It  is  a guess,  as  I have  already  said. 

Sir  Henry  Dray-ton:  But  it  is  the  best  guess  you  can  make? 

Mr.  Chamberlin;  It  is  the  best  guess  I can  make  now. 

Sir  Henry  Drayton;  There  is  one  other  matter:  You  think  that  the  Government 
ns  a matter  of  fairness  to  the  Grand  Trunk,  ought  to  relieve  the  Grand  Trunk  Rail- 
Yvay  Company  of  its  total  Grand  Trunk  Pacific  investment? 

Mr.  Chamberlin:  I do. 

Sir  Henry  Dr.ayton  : And  repay  to  the  Grand  Trunk  the  money  it  has  in  the  Grand 
Trunk  Pacific,  and  relieve  the  company  of  all  its  responsibility.  That  is  a large  order. 
We  want  to  give  you  every  opportunity  to  state  every  ground  on  which  you  think  that 
should  be  done. 

Mr.  Chamberlin:  Well,  Sir  Henry,  if  you  will  look  at  this  map  you  will  see 
where  the  Grand  Trunk  Pacific  stretches  away  off  up  through  the  north  country,  while 
the  Grand  Trunk  is  away  down  in  this  part  of  the  country.  It-  is  not  a natural  con- 
nection of  the  Grand  Trunk,  is  it?  It  is  not  only  not  a connection  of  the  Grand 
Trunk,  but  it  is  not  of  any  benefit  to  the  Grand  Trunk. 

In  the  first  place,  we  are  under  contract  to  send  all  business  over  this  north  line, 
away  from  the  Grand  Trunk.  The  Grand  Trunk  cannot  derive  any  benefit  from  it, 
under  the  contract  with  the  Government. 

Commissioner  Acyvorth  : That  is  a new  point,  to  me. 

Mr.  Chamberlin:  In  addition  to  that,  the  company  is  bound  to  put  steamers  on 
the  Atlantic  and  steamers  on  the  Pacific,  to  accommodaTe  all  that  business,  and  yet 
it  does  not  bring  one  dollar  of  business  to  the  Grand  Trunk. 

Commissioner  Acworth;  How  does  that  obligation  arise? 

Mr.  Chamberlin;  It  arises  out  of  the  contract  with  the  Government. 

Commissioner  Acworth;  The  original  contract  Yvith  the  Government? 

Mr.  Chamberlin  ; The  original  contract. 

Mr.  Biggar;  Of  July  29,  1903. 

Commissioner  Acyvorth:  Is  the  agreement  a schedule  to  the  Act? 

Mr.  Bigg.ar;  A"es,  sir,  a schedule  to  the  Act  of  1903.  Chapter  80,  I think  it  is. 

Commissioner  Acworth  : Therefore,  if  the  Grand  Trunk,  as  it  does  at  present, 
operate  or  control  the  operation  of  the  Grand  Trunk  Pacific,  were  to  send  traffic  through 
Portland  instead  of  through  Halifax,  it  \\-ould  be  a fraud  on  the  agreement? 
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Mr.  Chamberlin:  Yes.  We  are  bound  to  go  on  with  all  that  tremendous  outlay 
and  to  carry ‘that  load,  and  yet  not  get  one  dollar  of  benefit  from  it.  The  Grand  Trunk 
simply  cannot  carry  it. 

Commissioner  Acw'Orth  : Let  me  ask  this  question : When  you  went  away  from 
the  agreement  to  work  the  Transcontinental,  was  that  question  of  the  obligation  of 
the  Grand  Trunk  Pacific  to  carry  over  the  Transcontinental  ever  raised? 

Mr.  Chamberlin  : No.  The  agreement  is  with  the  Grand  Trunk  Pacific,  not  with 
the  Transcontinental. 

Commissioner  Acworth  : But  it  was  practically  Grand  Trunk,  rather  than  Grand 
Trunk  Pacific? 

Mr.  Chamberlin  : It  is  in  the  name  of  the  Grand  Trunk  Pacific,  not  of  the  Grand 
Trunk. 

Commissioner  Acworth:  The  Grand  Trunk  Pacific  said  they  could  not  work  the 
Transcontinental,  with  its  present  cost? 

Mr.  Chamberlin:  Yes. 

Commissioner  Acworth:  And  the  Grand  Trunk  Pacific  did  not  raise,  and  the 
Grand  Trunk  was  not  in  a position  to  raise  (that  is  what  it  comes  to)  the  question 
of  whether  the  obligation  remaining  on  fhe  Grand  Trunk  Pacific  to  run  over  the 
Transcontinental  was  a reasonable  one? 

Mr.  Chamberlin:  Well,  it  was  not  raised,  anyway. 

Commissioner  Acworth  : I am  an  outsider,  in  regard  to  these  matters,  and  have 
to  pick  them  up  as  we  go  along.  . 

Mr.  Chamberlin:  The  only  body  that  could  raise  that  question  would  be  the 
Government,  I should  say. 

Mr.  Biggar  : The  only  company  which  could  raise  any  objection  would  be  the 
Grand  Trunk  Pacific. 

Commissioner  Acworth  : An  obligation  to  operate  via  Halifax  rather  than  via 
Portland  is  an  obligation  of  the  Grand  Trunk,  not  of  the  Grand  Trunk  Pacific? 

Mr.  Biggar:  Yes.  It  is  provided  for  in  the  agreement  dated  the  29th  of  July, 
1903,  which  is  a schedule  to  chapter  71  of  the  Statutes  of  Canada,  1903. 

Commissioner  Acworth:  The  Act  constituting  the  system? 

Mr.  Biggar:  An  Act  confirming  an  agreement  entered  into  between  His  Majesty 
the  King  and  Sir  Charles  Rivers  Wilson  and  others  acting  on  behalf  of  the  Grand 
Trunk  Pacific  Railway  Company. 

Clauses  Nos.  41  to  45,  inclusive,  provide: 

41.  At  all  times  during  the  terms  of  the  said  lease,  the  Company  shall 
continuously  and  efficiently  operate  both  divisions  of  the  said  railway,  giving 
due  and  sufficient  service  for  the  accommodation  of  all  traffic  ^to  the  satisfaction 
of  the  Government. 

42.  It  is  hereby  declared  and  agreed  between  the  parties  in  this  agreement 
that  the  aid  herein  provided  for  is  granted  by  the  Government  of  Canada  for 
the  express  purpose  of  encouraging  the  development  of  Canadian  trade  and 
the  transportation  of  goods  through  Canadian  channels.  The  Company  accepts 
the  aid  on  these  conditions,  and  agrees  that  all  freight  originating  on  the  line 
of  the  railway,  or  its  branches,  not  specifically  routed  otherwise  by  the  shipper, 
shall,  when  destined  for  points  in  Canada,  be  carried  entirely  on  Canadian 
territory,  or  between  Canadian  Inland  Ports,  and  that  the  through  rate  on 
export  traffic  from  the  point  of  origin  to  the  point  of  destination  shall  at  no 
time  be  greater  via  Canadian  Ports  than  via  United  States  Ports,  and  that  all 
such  traffic,  not  specifically  routed  otherwise  by  the  shipper,  shall  be  carried  to 
Canadian  Ocean  Ports. 

43.  The  Company  further  agrees  that  it  shall  not,  in  any  matter  within  its 
power,  directly  or  indirectly  advise  or  encourage  the  transportation  of  such 
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freight  by  routes  other  than  those  above  provided,  but  shall,  in  all  respects,  in 
good  faith,  use  its  utmost  endeavours  to  fulfil  the  conditions  upon  which  public 
aid  is  granted,  namely — the  development  of  trade  through  Canadian  channels 
and  Canadian  Ocean  Ports. 

44.  In  respect  of  the  tolls  for  any  traffic  carried  partly  over  any  line  of 
railway  operated  by  the  Company  and  partly  over  any  of  the  lines  of  the  Inter- 
colonial Railway,  a fair  and  equitable  ratable  division  of  all  such  tolls  shall 
be  made  by  mutual  agreement,  or,  in  case  of  dispute,  such  division  shall  be 
fixed  by  arbitrators  appointed  in  the  manner  provided  by  paragraph  forty-seven 
of  this  agreement,  or  by  a Board  of  Commissioners  which  may  hereafter  be 
duly  appointed  as  mentioned  in  paragraph  nineteen  of  this  agreement,  and 
with  the  right  of  appeal  as  therein  mentioned. 

45.  The  Company  shall  arrange  for  and  provide,  either  by  purchase,  charter 
or  otherwise,  shipping  connections  upon  both  the  Atlantic  and  Pacific  Oceans 
sufficient  in  tonnage  and  in  number  of  sailings  to  take  care  of  and  transport 
all  its  traffic,  both  inward  and  outward,  at  such  ocean  ports  within  Canada, 
upon  the  said  line  of  railway,  or  upon  the  line  of  the  Intercolonial  Railway, 
as  may  be  agreed  upon  from  time  to  time,  and  the  Company  shall  not  divert, 
or,  so  far  as  it  can  lawfully  prevent,  permit  to  be  diverted,  to  ports  outside  of 
Canada  any  traffic  which  it  can  lawfully  influence  or  control,  upon  the  ground 
that  there  is  not  a sufficient  amount  of  shipping  to  transport  such  traffic  from 
or  to  such  Canadian  ocean  ports. 

Mr.  Ch.\mberlin  : We  are  bound  to  make  the  same  rates  from  Halifax  and  St. 
.lohn  as  are  made  to  Boston  and  Portland,  and  we  are  bound  to  provide  steamships 
on  the  Atlantic  and  on  the  Pacific  to  take  care  of  any  business  offering. 

Commissioner  Acworth:  You  never  have  provided  ships  on  the  Atlantic,  in  fact  ? 

Mr.  Bigg.ar:  No. 

Commissioner  Acworth  : And  the  Government  has  never  called  on  you  to  carry 
out  your  contract? 

Mr.  Chamberlin:  You  talk  about  the  money  the  Government  would  have  to  raise 
to  pay  off  the  Grand  Trunk.  They  would  not  have  to  raise  $250,000.  This  has  been 
financed  on  a three  and  four  per  cent  basis  except  on  loans  from  the  Government,  and 
1 have  offered  to  take  the  advances  in  Government  bonds  of  ten  or  fifteen  years. 

Sir  Henry  Drayton:  But  the  obligation  is  there;  the  burden  is  there,  and  the 
carrying  costs  are  there. 

Mr.  Chamberlin  : Yes,  but  it  is  really  a matter  of  financing,  to-day. 

Sir  Henry  Drayton  : Your  first  point,  Mr.  Chamberlin,  is  that  the  Grand  Trunk 
is  not  interested  in  all  this  development  at  all,  and  that  the  railway  as  contracted  for 
and  laid  out  is  something  which  takes  traffic  away  from  the  parent  Grand  Trunk 
System  instead  of  giving  traffic  to  it. 

One  answer  that  might  be  quite  easily  made  to  that  is  that  the  representatives 
of  the  Grand  Trunk  must  have  known  all  that  when  this  contract  was  entered  into? 

Mr.  Chamberlin:  I don’t  know.  They  must  have.  Of  course,  I do  not  want  to 
criticise  my  predecessors. 

Sir  Henry  Dilayton:  What  is  the  next  ground? 

Mr.  Chamberlin:  What  do  you  mean? 

Sir  Henry  Drayton:  You  have  just  advanced  a reason  why  you  think  the  Gov- 
eriiment  should  take  the  whole  burden  of  the  Grand  Trunk  Pacific  away  from  the 
Grand  Trunk  Railway  Company? 

Mr.  Chamberlin  : Yes. 

Sir  Henry  Drayton  : That  reason  being  that  the  position  and  the  manner  in 
which  the  line  has  been  built,  it  is  really  for  a separate  system  and  not  for  the  Grand 
Trunk  System  at  all? 
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Mr.  Chamberlin:  Yes. 

Sir  Henry  Drayton:  That  is  your  first  ground.  Now  what  is  the  ne.xt  ground? 

Mr.  Chamberlin:  Isn’t  that  enough? 

Sir  Henry  Drayton  : I don’t  know.  You  are  the  one  to  say.  You  are  giving 
us  all  your  grounds,  and  we  want  to  give  you  every  opportunity  to  advance  every 
argument  you  ean. 

/ Mr.  Chamberlin  : We  can  no  more  carry  out  that  contract  with  the  Government 
than  anything  in  the  world.  How  are  we  going  to  raise  money  to  build  those  steam- 
ships? How  are  we  going  to  build  steamships?  How  are  we  going  to  carry  the 
burden  if  we  are  forced  to  carry  all  that  stuff  all  the  way  down  there  at  Boston  and 
Portland  rates? 

Sir  Henry  Drayton:  Your  second  ground  is  that  of  impossibility? 

Mr.  Chamberlin:  It  is  an  impossibility.  | , 

Sir  Henry  Drayton:  If  it  is  impossible  now,  it  was  always  impossible? 

Mr.  Chamberlin:  It  was  always  impossible. 

Mr.  Biggar  : It  was  not  thought  to  be  impossible,  by  the  men  who  made  the  con- 
tract. 

Sir  Henry  Drayton:  I think  it  was. 

Mr.  Biggar:  Of  course  Mr.  Hays  is  now  dead.  He  was  very  optimistic  about  it, 
we  all  know  that. 

Sir  Henry  Drayton  : Mr.  Chamberlin,  you  have  already,  through  Mr.  Biggar, 
submitted  a letter  to  this  Investigating  Commission,  pointing  out  first  that  your 
scheme  was  a scheme  for  building  from  North  Bay;  secondly,  that  your  scheme  from 
North  Bay  was  changed  at  the  request  of  the  Government;  thirdly,  that  in  the  Rail- 
way Committee  an  amendment  was  forced  which  compelled  the  line  to  be  carried  from 
Quebec  down  to  Moncton. 

There  is  nothing  more  to  bie  said  in  that  connection  is  there? 

Mr.  Chamberlin  : Nothing  more  to  be  said,  that  I know  of. 

Sir  Henry  Draa'ton  : When  the  Government  have  already  taken  over  the  burden 
of  the  line  from  Quebec  east,  haven’t  they  relieved  you  of  every  single  trouble  in  that 
connection  ? 

Mr.  Biggar:  The  one  fatal  omission  is  the  connection  between  the  Grand  Trunk 
Pacific  and  Ontario. 

Sir  Henry  Drayton  : You  mean,  between  the  Grand  Trunk  Pacific  and  North 
Bay? 

Mr.  Chamberlin  : Practically  that.  The  Grand  Trunk  System  in  Ontario  to-day 
is  not  connected  up. 

Sir  Henry  Drayton:  This  map  of  yours  shows  an  alternate  line  dotted? 

Mr.  Chamberlin  : That  was  the  original  scheme. 

Sir  Henry  Drayton:  That  ties  up  to  Sudbury? 

Mr.  Chamberlin  : That  ties  up  to  Sudbury,  with  a continuous  line  down  to  Mid- 
land I guess  it  is,  or  Allandale. 

Sir  Henry  Drayton  : Mr.  Biggar,  do  you  want  anything  further  said  in  so  far 
as  construction  east  of  Winnipeg  is  concerned;  you  have  some  letters,  Mr.  Chamber- 
lin, do  you  want  to  put  any  of  them  in  the  record? 

Mr.  Chamberlin  : I will  leave  that  matter  to  Mr.  Biggar. 

Mr.  Biggar:  I think  we  had  better  put  them  in. 

Sir  Henry  Dr.ayton  : You  gentlemen  will  have  to  determine  yourselves  what 
letters  you  w’ant  to  put  in. 

Mr.  Chamberlin:  I do  not  see  any  objection  to  putting  them  in,  myself. 

There  is  one  particular  piece  of  information  to  be  brought  out;  that  is,  that  the 
Grand  Trunk  officials  of  that  day  would  never  have  gone  into  it  if  they  had  thought 
a competing  line  would  be  built  alongside  their  line  all  the  way  through.  They 
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thought  they  would  have  a chance  to  go  ahead  for  fifteen  years,  year  after  year.  If 
they  had  thought  that  instead  they  would  have  had  competition  immediately  all  the 
way  through,  I am  sure  they  never  would  have  entered  into  the  agreement. 

Sir  Henry  Dr.wton:  Give  us  all  your  reasons  why  the  Government  should  help, 
or  why  the  Government  should  assist  the  Grand  Trunk  Pacific. 

Mr.  Oh.^mberlin  : I say  that  the  situation  would  not  have  been  nearly  as  had  as 
it  is  now  if  the  Government  had  not  subsidized  another  line  paralleling  ours  all  the 
way  through,  to  which  they  gave  larger  guarantees  than  they  did  to  the  Grand  Trunk 
Pacific,  and  in  addition  gave  them  $12,000  a mile  cash. 

Sir  Henry  Drayton  ; Do  you  happen  to  know  whether,  in  the  negotiations 
between  the  Government  and  the  Eailway,  the  question  of  aids  to  other  lines  was 
discussed  at  all.  You  see  your  company  has  not  got  a provision  or  a stipulation  from 
the  Government  that  they  would  not  do  that  which  you  now  complain  of.  Do  you 
know  whether  that  qnestion  was  discussed  at  all? 

Mr.  Chamberlin:  I cannot  say  as  to  that.  l\Ir.  Biggar  can  tell  you,  no  doubt. 
I was  not  present  and  had  nothing  to  do  with  the  institution  until  it  was  well  on  to 
completion. 

Sir  Henry  Drayton:  Was  that  question  discussed  at  all,  Mr.  Biggar? 

Mr.  Biggar:  Hot  as  far  as  I know.  Sir  Henry.  At  the  session  at  which  the 
Canadian  Northern  was  assisted  between  Winnipeg  and  Edmonton,  it  was  presumed 
that  that  was  to  be  as  far  as  that  line  would  go. 

Sir  Henry  Drayton  : But  it  was  contemplated  that  they  would  build  to  the 
coast? 

Mr.  Biggar:  I don’t  think  it  was. 

Sir  Henry  Drayton  : If  I am  not  very  much  mistaken,  negotiations  were  entered 
into  between  your  executive  and  the  executive  of  the  Canadian  Northern,  looking  to 
the  fusion  of  the  systems,  so  that  there  would  not  be  this  duplication. 

Mr.  Chamberlin:  They  tried  to  buy  the  Manitoba  lines,  bnt  they  could  not  get 
together,  Mr.  Hays  told  me  at  one  time,  and  Mr.  Wainwright  told  me  also.  I asked 
them  why  they  did  not  buy  out  the  Canadian  Northern.  They  said  they  had  had 
meeting  after  meeting  with  them,  and  that  the  best  terms  they  could  get  were  that 
they  assume  all  obligations,  all  bonds  and  everything  else,  and  give  $25,000,000 
for  the  common  stock  for  that  little  hunch  of  lines  up  around  Winnipeg. 

Commissioner  Acworth  : Can  you  give  us  the  date  of  that  ? 

Mr.  Bigg.ar:  That  was  in  1903. 

Sir  Henry  Drayton  : It  was  in  1903  that  those  negotiations  were  going  on  ? 

Mr.  Biggar:  It  was  either  in  1903  or  1904. 

Sir  Henry  Drayton  : It  was  not  very  long  after  that  before  the  Canadian  North- 
ern went  on  branching  out? 

Mr.  Biggar:  Where  from? 

Sir  Henry  Dr.ayton:  From  everywhere.  They  hai’e  been  operating  since  1908. 
I quite  appreciate,  Mr.  Chamberlin,  the  point  you  make,  that  is,  that  your  undertaking 
has  been  very  much  injured  by  another  line.  But  wasn’t  it  a case  of  the  country  being 
open  for  the  two  companies?  There  was  no  reason  why  the  Government  should  not 
do  it,  if  they  wanted  to? 

Mr.  Chamberlin  : I think  there  was,  because  our  people  looked  upon  it  in  this 
light,  that  they  and  the  Government  were  iiartners,  and  that  one  partner  would  not 
do  anything  to  injure  the  other. 

Sir  Henry  Drayton  : But  you  know  that  the  Canadian  Northern  to-day  puts 
forward  the  same  tiling  as  against  you,  that  they  would  have  been  in  good  shape  to- 
day as  a transcontinental  line  if  the  Government  had  not  subsidized  your  company? 

Mr.  Biggar:  But  the  Canadian  Northern  had  not  made  any  arrangement  to  go 
west  of  Edmonton  prior  to  tliis  agreement. 
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Mr.  Chamberlin:  Take  their  lines  through  British  Columbia,  and  you  will  find 
that  they  took  a line  down  the  Thompson  river  and  on  to  Vancouver  which  was  approved 
by  the  Government.  Mr.  Hays  wrote  me  to  Winnipeg  asking  whether  we  should 
oppose  it.  I said  no,  if  there  isn’t  any  other  way  of  going  to  Vancouver  than  that, 
do  not  let  us  go. 

Sir  Henry  Drayton:  What  is  your  objection  to  that  route? 

Mr.  Chamberlin:  The  Thompson  river,  and  those  slides  there.  They  had  in 

1903  a guarantee  covering  the  line  to  the  Prince  Albert  branch,  running  straight  up 
north,  apparently  to  Edmonton.  They  built  their  line  into  Edmonton,  then  did  not 
do  anything  until  1908;  1903  %vas  the  year  our  charter  was  being  obtained. 

Mr.  Biggar:  Not  only  that,  but  our  agreement  with  the  Government  on  which 

the  whole  scheme  is  based,  from  Winnipeg  to  Prince  llupert,  was  made  in  1903. 

Sir  Henry  Drayton  : Can  you  really  say  more  than  this,  Mr.  Chamberlin,  that 

although  there  was  no  agreement  that  the  Government  should  not  help  any  other  line, 
you  assumed  that  as  a matter  of  good  business  the  Government  would  not  help  any 
other  line  competing  with  you? 

Mr.  Biggar  : West  of  Edmonton. 

Mr.  Chamberlin  : West  of  Edmonton  or  east  of  Port  Arthur.  In  carrying  out 

their  arrangement  with  us  in  good  faith,  they  could  not  consistently  do  that. 

Sir  Henry  Drayton  : Wliy  do  you  say,  in  good  faith  ? 

Mr.  Chamberlin  : We  were  partners,  and  were  opening  up  a new  country  which 

both  sides  knew  was  dependent  upon  the  country  filling  up.  There  was  nothing  in  it 
from  one  end  to  the  other.  You  could  ride  for  two  days  along  our  line  without  seeing 
a house.  Then  they  imt  another-line  alongside  of  ours  and  divided  the  thing  up. 

Sir  Henry  Drayton:  But  you  are  the  interloper  in  prairie  lines:  surely  your 

complaint  if  any  is  confined  to  the  West,  on  the  one  hand? 

Mr.  Chamberlin:  So  far  as  the  Canadian  Northern  and  the  Canadian  Pacific 

Eailway  are  concerned? 

Sir  Henry  Drayton  : I am  now  speaking  of  the  Canadian  Northern,  not  of  the 
Canadian  Pacific  Eailway.  They  always  had  the  road.  They  got  no  bonuses  for  that. 
Take  it  from  Edmonton  west,  and  all  the  way  down  through;  from  Edmonton  west 
you  make  the  complaint  as  to  tlie  Canadian  Northern,  and  as  to  Port  Arthur  east,  but 
nowhere  else  is  there  anything  on  which  you  can  make  that  point? 

Mr.  Chamberlin  : Of  couree  they  are  paralleling  our  branch  lines.  That  shows 

who  was  ahead,  conclusively.  The  first  year  in  which  they  did  anything  was  190S. 
Then  they  got  an  extra  in  1910,  1911,  1912,  1911,  and  1916. 

Sir  Henry  Drayton  : You  have  written  me  a letter  giving  some  grounds  as  to 
why  the  road  should  be  taken  over.  We  notice  that  there  is  a fairly  good  operating 
balance  on  the  main  line,  but  a very  heavy  operating  loss  on  the  branches? 

Mr.  Chamberlin:  Yes,  but  they  get  more  than  half  of  their  business  on  branch 

lines. 

Sir  Henry  Drayton  : The  loss  on  the  branch  lines  is  more  than  compensated  for 
by  the  long  haul  on  the  main  line  ? 

Mr.  Chamberlin:  Yes. 

Sir  Henry  Dr.ayton  : You  speak  of  confiscation,  in  your  letter,  Mr.  Chamberlin. 
No  person  is  thinking  of  confiscating  the  investment  that  I know  of.  If  you  can 
afford  to  carry  it,  you  will  be  allowed  to  carry  it.  That  was  not  really  meant,  was  it? 
Suppose  you  are  left  to  yourselves,  the  thing  crashes,  no  one  confiscates  it.  Isn’t  that 
right? 

]\[r'.  Chamberlin:  To  a certain  extent,  yes. 

Sir  Henry  Drayton:  To  every  extent,  isn’t  it? 

Mr.  Chamberlin:  To  every  extent. 
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Sir  Henry  Drayton:  iou  also  mention  in  your  letter  that  the  money  was  put 

into  the  undertaking  in  good  faith,  and  that  it  was  a national  undertaking.  We  have 
to  look  upon  that  more  or  less  in  the  way  these  large  terms  are  usually  taken.  It  is 
only  national  to  the  extent  that  the  agreement  makes  it? 

Mr.  Chamberlin  : Of  course  we  are  very  anxious  to  avoid  a break  or  a crash. 

The  Grand  Trunk  has  to  raise  a great  deal  of  money,  as  you  know  in  your  department, 
for  grade  separations,  improvements  to  hotels,  etc. 

Sir  Henry  Drayton  : I quite  agree  with  that.  You  should  be  able  to  raise  a 

great  deal  of  money  for  the  purchase  of  rolling  stock  and  so  on. 

Mr.  Chamberlin  : We  have  to.  Of  course  the  debenture  stock  is  a first  lieu,  and 

these  guarantees  are  right  behind  the  debenture  stock. 

Sir  Henry  Drayton:  Tour  point  I take  it  is  that  it  is  impossible  for  the  Grand 
Trunk  to  continue  its  service  and  raise  money,  under  these  circumstances? 

Mr.  Chamberlin  : Absolutely. 

Sir  Henry  Dr.yyton  : WTiat  do  you  desire  to  say  in  order  to  justify  what  you  say 

in  your  letter  about  competing  lines  being  subsidized?  ^ 

Mr.  Chamberlin  : In  the  first  place,  all  our  estimates  were  made  on  the  basis  of 

$1.50  for  labour,  $1.75  to  make  it  safe.  Labour  is  the  principal  part  of  the  construc- 
tion of  a railway.  The  result  was  that  with  the  other  road  working  right  alongside 
of  us,  especially  west  of  Edmonton,  we  had  to  pay  $3.50  a day  right  along,  and  even 
then  the  men  would  not  work.  If  we  tried  to  crowd  them  and  make  them  work,  they 
would  simply  climb  over  the  fence,  so  to  speak,  and  go  and  work  for  the  Canadian 
Northern. 

Sir  Henry  Drayton  : But  your  position  would  be  no  worse  in  that  respect  than 

that  of  the  Canadian  Northern? 

Mr.  Chamberlin  : Not  in  that  respect.  Still  it  tremendously  increased  the  cost 

of  the  road.  In  addition  to  that,  all  material  was  increased  in  price.  The  Canadian 
Pacific  Railway  was  constructing  feverishly  all  the  time  to  keep  up  with  the  other  two. 
That  increased  the  cost  of  material  aw-ay  beyond  any  expectations.  There  were  also 
duties  put  on  everything  after  that  contract  was  made,  such  as  $7  a ton  on  rails.  So 
you  see  CA'erything  counted. 

Sir  Henry  Drayton:  Is  there  anything  you  wish  to  say  in  justification  of  that 

part  of  your  letter  in  which  you  speak  of  the  course  subsequently  followed  by  the 
Government,  and  of  the  road  never  being  built? 

Mr.  Chamberlin  : That  is  simply  a statement  of  my  judgment,  that  the  officers 

of  the  Grand  Trunk  who  made  that  arrangement  with  the  Government  never  would 
have  made  it  if  they  had  known  that  their  line  was  going  to  be  paralleled.  All  our 
correspondence  shows  that. 

Sir  Henry  Drayton  : Have  you  any  correspondence  you  wish  to  produce  which 
shows  that? 

Mr.  Chamberlin:  Mr.  Biggar  has  a lot  here;  he  is  getting  it. 

Sir  Henry  Drayton  : You  had  better  put  in  whatever  you  want  to  put  in. 

Mr.  Chamberlin  : lYe  will  give  you  the  whole  bunch. 

Sir  Henry  Drayton  : Mr.  Biggar  is  going  to  sort  out  whatever  correspondence 

he  desires  to  file  in  connection  with  this  matter  which  will  be  put  in  as  a separate 
exhibit. 

I take  it  that  you  are  no't  serious  when  you  mention  in  your  letter  the  repudiation 
of  a legitimate  inde'btedness,  the  injury  of  the  Grand  Trunk  Company's  credit,  hostile 
criticism,  and  so  on.  I quite  appreciate  your  point,  that  if  anything  is  done  to  injure 
the  credit  of  the  Grand  Trunk,  these  consequences  might  follow.  But  there  is  no 
suggestion  that  I know  of  of  the  Government  repudiating  any  of  its  legitimate 
indebtedness. 

Mr.  Chamberlin:  The  idea  is  that  if  the  Grand  Trunk  and  the  Grand  Trunk 

Pacific  go  into  insolvency  (which  they  will  have  to  do  if  the  Grand  Trunk  attempts 
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to  carry  out  that  arrangement)  the  Grand  Trunk  Pacific  having  been  heralded  and 
looked  upon  as  a Government-backed  road,  it  would  naturally  have  an  effect  upon  the 
other  securities  as  well. 

Sir  Henry  Drayton:  What  I wanted  to  find  out  was,  what  was  meant  by  the 

statement  in  the  letter  in  regard  to  the  repudiation  of  a legitimate  indebtedness. 
There  is  no  suggestion  that  the  Government  should  repudiate  any  of  its  legitimate 
indebtedness.  It  is  not  a matter  of  repudiation. 

Mr.  Chamberlin:  If  the  Grand  Trunk  says  it  cannot  go  on  with  this  undertaking, 
the  Government  of  course  will  have  to  take  it  over — it  could  not  help  itself,  on  account 
of  the  guarantees.  They  would  then  wipe  out  $30,000,000,  $30,000  a mile,  and  could 
wipe  out,  say,  $25,000,000  owing  to  the  Grand  Trunk.  You  see  thal4  ^while  they 
guaranteed  the  Grand  Trunk  $13,000  a mile  they  guaranteed  the  Canadian  Northern 
$35,000  a mile. 

Sir  Henry  Drayton:  The  Government  would  do  substantial  justice  if  they  took 
it  over  at  $35,000  a mile,  to  put  on  a parity? 

Mr.  Chamberlin:  Does  that  not  reflect  on  the  credit  of  the  Government  as  well, 
a Government-backed  road? 

Sir  Henry  Drayton:  But  they  only  backed  it  to  the  extent  of  the  guarantees; 

your  complaint  is  that  they  did  not  hack  it  quite  enough? 

Mr.  Chamberlin:  If  the  Grand  Trunk  Pacific  goes  to  the  wall,  a Government 

road,  everybody  throughout  the  Northwest  would  say  that  the  Government  built  it 
entirely!  too  high. 

Sir  Henry  Dray’ton  : Doesn’t  it  really  come  down  to  this,  that  the  statements 

in  your  letter  mean  that  in  your  view,  in  order  to  protect  the  finances  of  the  Grand 
Trunk,  and  as  a corollary  to  protect  the  finances  of  the  country,  the  Government  ought 
to  relieve  the  Grand  Trunk  in  regard  to  its  investment;  isn’t  that  the  whole  thing? 

lilr.  Chamberlin  : That  is  Ihe  whole  thing. 

Sir  Henry  Drayton;  There  is  nothing  else  to  it? 

Mr.  Chamberlin:  Nothing  else. 

Commissioner  Acwortii  ; I can  follow  the  point  this  far;  that  the  Grand  Trunk 
Pacific,  being  regarded  as  a Government  obligation,  the  Government  should  see  that 
anybody  who  had  put  mone.y  in  to  the  Grand  Trunk  Pacific  should  be  protected  to  the 
last  iienny.  But  wouldn’t  it  be  absolute  justice  on  the  part  of  the  Government  to  say 
that  the  Grand  Trunk  went  into  this  undertaking,  and  that  the  Government  must 
ask  the  Grand  Trunk  to  pay  all  it  can  towards  the  obligation  the  Government  has  to 
carry;  in  other  words,  that  the  Government  must  ask  the  Grand  Trunk  to  accept  the 
sinking  of  the  $20,000,000  they  have  already  advanced,  and  that  the  Government 
must  ask  the  company  to  contribute,  in  order  to  minimize  the  loss,  all  the  net  revenue 
the  company  has,  that  while  it  is  not  enough  yet  the  Government  must  have  that. 

Jlr.  Chamberlin;  The  fact  is  that  the  .Grand  Trunk  is  not  able  to  contribute 
anything  towards  paying  its  own  security  holders  and  making  the  improvements  the 
people  of  Canada  demand  and  the  business  of  Canada  require. 

Sir  Henry  Drayton  ; But  last  year  the  Grand  Trunk  gave  its  shareholders  half 
a million  sterling? 

Mr.  Chamberlin:  Yes. 

Commissioner  Acwortii  : Do  you  mean  to  say  that  that  was  a necessary 

e.xpenditure — I am  not  a shareholder? 

Mr.  Chamberlin  : If  you  strike  off  the  interest  on  your  securities  . . 

Commissioner  Acwortii:  It  was  not  a security;  they  gave  half  a million  to  their 
guaranteed  shareholders  ? 

Mr.  Ardley  : Four  per  cent  on  the  guaranteed  stock  was  paid. 

Commissioner  Acwortii;  Which  came  to  half  a million  sterling.  Wouldn’t  it 
be  absolute  justice  for  the  Government  to  say  . . . 

Mr.  Chamberlin  : To  wipe  out  these  poor  shareholders? 
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Commissioner  Acworth:  To  say  to  the  Grand  Trunk  that  they  must  pay  these 
liabilities  to  whatever  extent  they  can,  because  as  far  as  the  public  was  concerned 
the  Government  would  have  to  face  the  rest,  but  that  the  Grand  Trunk  must  do  all 
it  can? 

ilr.  Chamberlin:  The  Grand  Trunk  can  just  about  meet  it,  but  cannot  pay  the 
shareholders  anything. 

Commissioner  Acworth:  It  divided  a profit  last  year  of  $2,500,000? 

Mr.  Chamberlin  : You  do  not  call  it  munificent,  to  pay  interest  on  your  guaran- 
teed securities,  do  you? 

Commissioner  Acworth  : But  guaranteed  stock  is  a share,  not  a bond.  Are  we 
agreed  upon  it,  that  the  company  divided  a certain  aniount  last  year  as  a profit,  a 
profit  divisible  as  a dividend? 

Mr.  Chamberlin:  How  about  the  first,  second,  and  third  preference  stock? 

Commissioner  Acworth:  Those  holders  would  not  get  anything.  For  a series 

of  years  there  has  always  been  some  amount  paid  as  dividend? 

Mr.  Chamberlin  : \Y e would  not  have  paid  so  much  last  year,  if  we  had  paid  out 
on  the  Grand  Trunk  as  much  as  we  ought  to  have  paid  for  betterments.  ' 

Sir  Henry  Dr.wton  : If  you  had  paid  all  you  should  have  paid  out  for  better- 
ments, you  would  not  have  been  likely  to  have  paid  anything? 

ilr.  Chamberlin:  Ho.  We  have  not  put  in  any  rails  for  two  years  past,  of  any 
account. 

Sir  Henry  Drayton  : How  much  do  you  think  you  should  put  in,  to  keep  things 
right,  in  order  to  look  after  proper  operations? 

Mr.  Chamberlin:  We  should  have  at  least  three  and  perhaps  four  per  cent  put 
aside  every  year  on  rolling  stock.  That  would  amount  to  from  $2,000,000  to  $2,500,000. 

Sir  Henry  Dr.\yton:  You  have  never  done  that? 

Mr.  Chamberlin:  We  have  never  done  that.  I have  had  it  before  the  Board, 

and  have  practically  insisted  upon  it  being  done  whenever  we  get  any  new  rolling 
stock.  I bought  about  10,000  cars  the  first  year  I was  here.  They  were  all  charged 
to  Capital  Aecount.  We  should  have  had  a reserve  fund  for  taking  care  of  them. 
We  now  have  to  go  and  do  the  same  thing  over  again. 

Sir  Henry  Dr.«'ton  : Supposing  you  were  to  reconstruct  your  accounts  now ; I 

want  to  see  what  effect  these  items  would  have  on  the  Grand  Trunli.  What  would 
the  providing  of  three  or  four  per  cent  annually  amount  to? 

Mr.  Chamberlin  : My  idea  is  that  it  would  take  five  per  cent.  Take  engines  and 
cars,  they  are  either  worn  out  or  out  of  date  in  twenty  years. 

Sir  Henry  Dray'TOn:  I agree  with  you  absolutely.  If  you  were  to  tell  your 
accountants  to  go  and  make  provision  of  that  kind  in  respect  of  your  equipment, 
on  that  basis,  it  would  preclude  the  shareholders  from  receiving  anything  for  years 
and  years? 

Mr.  Chamberlin:  You  mean,  if  we  made  it  up  for  back  years? 

Sir  Henry  Drayton:  Yes. 

Mr.  Chamberlin:  Yes,  it  would.  It  would  mean  $2,750,000  a year. 

Sir  Henry  Drayton  : You  would  have  to  go  back  probably  twenty  years  to  make 
it  right? 

iMr.  Chamberlin:  Yes. 

Sir  Henry  Drayton  : To  put  your  accounts  in  proix'r  shape,  in  regard  to  a proper 
equipment,  would  require  a reserve  of  $25,000,000? 

Mr.  Chamberlin:  Take  the  matter  of  grade  separation  at  Toronto,  for 

instance  . . . 

Sir  Henry  Dr.ayton:  Suppose  you  suggest  $27,000,000 — ^wouldn’t  $25,000,000  be 
enough  to  properly  provide  for  reserves  for  equipment? 

Mr.  Chamberlin:  Yes,  I think  it  would.  We  have  now  a lot  of  new  equipment 
charged  to  capital:  If  we  had  $25,000,000  now,  it  would  put  us  in  fine  shape. 
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Sir  Henry  Drayton:  To  look  after  replacements  and  amortizations? 

Mr.  Chamberlin:  Tee,  to  do  tkat. 

Sir  Henry  Drayton:  To  do  that  you  should  have  that  credit? 

Mr.  Chamberlin:  We  could  have  that  credit.  That  ds  one  reason  I am  fighting 
so  hard  for  that  $25,000,000.  I want  it  to  spend  here  on  the  Grand  Trunk. 

Commissioner  Acworth  : Apart  from  equipment,  there  is  the  question  of  road 
up-keep.  You  said  you  liad  not  put  any  new  rails  during  the  past  two  years? 

Mr.  Chamberlin:  We  put  in  quite  a few  in  1915,  but  in  Canada  we  only  put  in 
2,500  tons  last  year,  because  our  friend  Mr.  Flavelle  grabbed  all  the  steel  at  the  Soo, 
and  would  not  let  them  roll  any  rails.  We  had  them  bought,  and  have  them  bought 
now.  I have  been  trying  to  get  them  to  let  us  have  them  now. 

Commissioner  Acworth  : I don’t  know  about  1916,  but  even  in  1915  you  did  not 
put  in  very  many  new  rails? 

Mr.  Chamberlin  : No,  we  did  not. 

Commissioner  Acworth  : And  did  not  make  a reserve  for  the  money  you  would 
have  spent  if  you  had  got  the  rails  ? 

Mr.  Chamberlin:  I do  not  mean  to  say  that  the  rails  are  dangerous.  But  we 
must  put  in  a certain  percentage  every  year.  If  we  go  over  a couple  of  years,  the 
first  thing  we  know  we  will  have  a lot  of  rotten  rails. 

Commissioner  Acworth  : Are  you  behind  in  your  calculation  on  ties  ? 

Mr.  Chamberlin:  We  have  done  pretty  well  on  the  tie  question.  We  should  have 
had  a few  more  last  year,  but  could  not  get  them. 

Commissioner  Acworth  : When  you  did  not  get  them,  you  did  not  charge  the 
money  to  Road  Reserve  in  any  shape  or  form  that  you  might  have  charged? 

Mr.  Chamberlin:  No. 

Sir  Henry  Drayton:  What  do  you  put  the  life  of  a rail  at,  Mr.  Chamberlin? 

Mr.  Chamberlin:  That  is  very  hard  to  tell.  It  depends  altogether  • upon  the 
trafilc.  On  one  line  a rail  will  last  fifty  years,  while  on  another  line  it  will  not  last 
five  years. 

Sir  Henry  Drayton:  Between  Montreal  and  Toronto,  say? 

Mr.  Chamberlin:  On  that  line  the  rails  are  100-pound  rails.  I should  say  about 
ten  years  would  be  the  life  of  those  rails,  although  I have  not  had  any  statistics  taken 
of  them. 

Sir  Henry  Drayton:  Only  ten  years  for  a 100-pound  rail? 

Mr.  Chamberlin  : Yes,  I should  think  about  that. 

Mr.  Ardley  : They  would  be  useful  on  branch  lines,  after  that. 

Mr.  Chamberlin  : We  saw  off  the  ends  of  them,  and  use  them  for  branch  lines. 

Commissioner  Acworth  : I saw  some  figures  this  morning  for  eleven  months, 
that  is,  eleven  months  as  against  the  corresponding  period  of  the  previous  year.  The 
road  maintenance  costs  have  increased  $334,000  in  cash,  but  the  percentage  dropped 
from  9-97  (which  is  practically  10)  to  9-06,  which  is  practically  9. 

Mr.  Chamberlin  : Mr.  Ardley  can  explain  that  better  than  I can.  A great  deal 
of  that  is  rails. 

Commissioner  Acworth:  You  have  not  been  able  to  get  them,  and  therefore  have 
not  charged  them? 

Mr.  Chamberlin  : That  is  it. 

Commissioner  Acworth  : Similarly  in  regard  to  equipment.  The  equipment  for 
the  eleven  months  to  November,  1915,  amounted  to  16-69  of  the  expenses,  while  in 
1916  it  dropped  to  11-62,  or,  in  actual  cash  expended  there  has  been  $328,000  of  an 
increase.  Does  that  mean  the  same  thing  again,  that  you  could  not  get  the  equipment? 

Mr.  Ardley:  That  is  operation  for  the  eleven  months,  of  the  Grand  Trunk.  Of 
course  I have  not  got  the  sheet  before  me,  but  I do  not  think  we  did  as  much  repairing 
as  we  did  in  previous  years. 
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Mr.  Chamberlin;  We  have  employed  every  man  we  could  employ,  and  have 
worked  full  hours,  something  we  never  did  before  in  winter  time. 

ilr.  Ardley  : If  you  examine  the  statements  you  will  see  exactly  where  the  increase 

was. 

Mr.  Chamberlin:  Take  Motive  Power,  $53,000  up;  Car  Department  $24,000  up; 
Car  Department,  $31,000  up;  Car  Department,  $25,000  up.  You  will  see  that  the 
motive  power  went  up  to  $50,000. 

ilr.  Ardley  : A lot  of  the  increase  in  motive  poAver  represents  the  wages  of  engine- 
men  and  firemen,  which  do  not  go  into  Maintenance  and  Equipment.  Of  course  we 
really  do  not  come  to  a conclusion  until  the  end  of  the  year. 

Commissioner  Acw'orth  : You  accept  the  question  as  to  Maintenance  of  Eoad? 

Mr.  Ardley  : I can  quite  understand,  because  we  have  not  had  the  rails  to  put  in. 

Commissioner  Acworth  : IVhat  about  the  Maintenance  of  Way? 

iMr.  Ardley:  I think  the  Maintenance  of  IVay  will  practically  by  the  end  of  the 
year  be  about  the  same  as  last  year. 

Mr.  Chaaiberlix  : If  we  had  got  those  17,500  tons,  it  would  have  meant  $600,000 
for  rails  alone,  let  alone  the  new  angle-bars,  nuts,  bolts,  spikes,  and  labour  taking 
them  out.  It  would  probably  run  to  $700,000  on  that  one  item,  if  we  had  had  them. 
But  we  could  not  get  them. 

Commissioner  Acworth  : And  as  you  do  not  keep  a reserve,  you  have  not  charged 
it  up  in  cash? 

Mr.  Chamberlin:  No. 

Sir  Henry  Drayton  : I see,  discoimts  on  securities  sold,  getting  into  Capital 
Account? 

Mr.  Ardley:  IVe  have  always  charged  that  account  with  that  item. 

Commissioner  Acivorth:  Is  that  right? 

Mr.  Ardley  : It  is  not  right,  under  any  Interstate  Commerce  Commission  Law. 
They  make  us  carry  our  discounts. 

Commissioner  Acworth:  Is  it  right,  as  a matter  of  business? 

Mr.  Ardley  ; I don’t  know  wdiet'her  it  is  right  as  a matter  of  business.  The  only 
thing  is,  that  our  Debenture  Stock  is  special..  It  does  not  appear  in  the  statements. 

Commissioner  Acworth  ; Well,  these  things  come  home  to  roost  in  a very  few 
years. 

Mr.  Ardley  : The  people  in  London  say  they  won’t  do  it  that  way,  so  we  are  going 
to  do  it,  when  they  want  it  done  that  way.. 

Sir  Henry  Drayton  : Is  there  anything  more  you  want  to  say,  Mr.  Chamberlin, 
on  general  principles,  without  going  into  details? 

Mr.  Chasiberlin;  I don’t  think  so. 

Sir  Henry  Drayton;  There  are  no  further  reasons  you  wish  to  ad\’ance? 
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